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ABSTRACT
I t  la  now custom ary f o r  c o rp o ra t io n s  to  i s s u e  an n u a l 
r e p o r t s  f o r  th e  in fo rm a tio n  o f  s to c k h o ld e r s , and In  r e c e n t  
y e a rs  th e re  has been a t r e n d  tow ard th e  Is su a n c e  o f  an n u a l 
r e p o r t s  f o r  th e  in fo rm a tio n  o f  em ployees and th e  g e n e ra l  
p u b lic *  The c o rp o ra t io n  a n n u a l r e p o r t  h as  p r o g re s s iv e ly  
assumed g r e a t e r  s ig n i f ic a n c e  because  o f th e  r a p id ly  in c r e a s ­
in g  im portance  o f  c o rp o ra t io n s  i n  th e  s o c i a l !  economic! and 
p o l i t i c a l  l i f e  o f th e  in d iv id u a l  and th e  n a tio n *
S in ce  th e  an n u a l r e p o r t  i s  th e  p rim ary  f i n a n c ia l  
com m unications l in k  betw een th e  c o rp o ra t io n  and a l l  o f  th o se  
in d iv id u a ls  and g roups who have an i n t e r e s t  in  th e  c o rp o ra ­
t i o n  and i t s  a c t i v i t i e s !  th e  c h a ra c te r  o f  th e  annual r e p o r t  
shou ld  be o f im m ediate concern  to  a l l  c i t iz e n s *  Consequent­
ly !  more and more o o rp o ra te  managements a r e  p re p a r in g  
b e t t e r  an n u a l r e p o r t s  and c i r c u la t i n g  them more w id e ly . At 
th e  same tim e , i t  i s  a d m itte d  by a l l  o f  th o se  who a r e  p a r­
t i c i p a t i n g  in  th e  p r e p a r a t io n  o f  annual r e p o r ts  t h a t  even th e  
b e t t e r  r e p o r t s  do n o t se rv e  a s  p e r f e c t  com m unications media* 
In  view  o f  t h i s  f a c t  and th e  f a c t  t h a t  p rev io u s  s tu d ie s  o f 
"what ought to  be4* in  an n u a l r e p o r t s  have been  frag m en ta ry
i n  m a tu re , th e  need f o r  a com prehensive a n a ly s is  o f  th e  
in fo rm a tio n  needs o f  s to c k h o ld e r s ,  em ployees, and th e  
g e n e ra l  p u b l ic  i s  ap p a re n t*  The c u r r e n t  s tu d y  has as  i t s  
p rim ary  purposes*
1* To a n a ly s e  th e  form , c o n te n t ,  and n a tu re  
o f  what a r e  c o n s id e re d  to  be th e  b e t t e r  c o rp o ra ­
t i o n  r e p o r t s  f o r  194&*
2* To s e t  up c r i t e r i a  f o r  th e  p r e p a r a t io n  
and e v a lu a t io n  o f  c o rp o ra te  an n u a l r e p o r ts *
3* To d e f in e  a s  s p e c i f i c a l l y  a s  p o s s ib le  
what ough t to  be in c lu d ed  i n  annua l r e p o r t s  to  
m eet th e  in fo rm a tio n  needs o f  s to c k h o ld e r s ,  
em ployees, consum ers, and th e  g e n e ra l  p u b lic *
The h i s t o r i c a l  developm ent o f  c o rp o ra te  a c c o u n tin g  
and r e p o r t s  i s  rev iew ed  i n  C hap ter 1* The developm ent o f  
a c c o u n tin g  a s  a t o o l  i s  t r a c e d ,  and th e  f a c t o r s  and a g e n c ie s  
which have a f f e c te d  no ticeab ly  th e  developm ent o f  a c c o u n tin g  
and a n n u a l- re p o r t  p r a c t i c e s  a r e  id e n t i f ie d *  A b r i e f  ev o lu ­
t io n a ry  d e s c r ip t io n  o f  a n n u a l- re p o r t  p r a c t i c e s  i s  a l s o  
inc lu d ed *
The s p e c i f i c  need f o r  c o rp o ra te  In fo rm a tio n  by s to c k ­
h o ld e r s ,  em ployees, consum ers, o th e r  g ro u p s , and th e  g e n e ra l  
p u b l ic  i s  an a ly sed  in  d e ta i l*  In  th e  a n a ly s i s  prom inence 
i s  g iv en  to  th e  f a c t  t h a t  th e  c o rp o ra tio n  has become a
q u a s i-p u b l ie  i n s t i t u t i o n  th e r e f o r e ,  has r e p o r t in g
o b l ig a t io n s  t o  g ro u p s  o th e r  th an  s to c k h o ld e r s .
d e a e r a l  criteria f o r  th e  p r e p a r a t io n  o f  an n u a l r e ­
p o r t s  a r e  d eve loped  i n  C hap ter 3* C r i t e r i a  t h a t  th e  r e p o r t  
sh o u ld  be a c c u r a te ,  co m p le te , c l e a r ,  I n t e r e s t i n g ,  and 
b a lan ced  a r e  s e t  f o r t h  and in t e r p r e t e d .
The n e x t s i x  c h a p te rs  c o n ta in  a d e t a i l e d  a n a ly s i s  
o f  t h e  form , c o n te n t ,  and n a tu re  o f  th e  1946 an n u a l r e p o r t s  
o f  100 la r g e  i n d u s t r i a l  c o r p o r a t io n s • U sing th e  c r i t e r i a  
fo rm u la ted  in  G hapter 3 , th e  p r e s e n ta t io n s  a r e  e v a lu a te d .
"What i s "  i s  c a r e f u l ly  s e t  f o r t h ,  b u t "what ough t to  be" 
i s  t r e a t e d  more fu l ly *
The need f o r  a s e p a ra te  employee r e p o r t  i s  c o n s id e re d  
in  C hap ter 1 0 , and th e  r e p o r t s  o f  th e  s ix  c o rp o ra t io n s  among 
th e  100 who i s s u e  a  s e p a r a te  em ployee r e p o r t  a r e  an a ly zed  
and e v a lu a ted *
The l a s t  c h a p te r ,  number 11 , s e t s  f o r t h  g e n e ra l  con­
c lu s io n s*  The more im p o rta n t o f  th e s e  a r e  b r ie f e d  below :
1* The an n u a l r e p o r t  m ust p ro v id e  a sound 
b a s is  f o r  u n d e rs ta n d in g  and a p p r e c ia t io n  o f th e  
c o n t r ib u t io n s  and in t e r e s t s  o f  th e  s e v e r a l  groups*
2» R e p o rtin g  p ro g re s s  h as  n o t k e p t pace w ith  
th e  changing s t a t u s  o f  th e  c o rp o ra t io n  In  th e  s o c ie ty *  
The more im p o rta n t shortcom ings o f  most c o rp o ra te
an n u a l report®  a re s  o m issio n s o f  p e r t in e n t  d a ta ,  
an  excess o f  p i c t o r i a l  m a te r i a l ,  a s h o r ta g e  o f  in te r *  
p r e t a t i v e  m a te r i a l ,  co n fu s in g  and m is le a d in g  te rm i­
n o lo g y , and m isp laoed  emphases*
3» fh e  fo llo w in g  c r i t e r i a  s e t  f o r t l i  t h e  m in i­
mum e s s e n t i a l s  o f  a  good an n u a l r e p o r ts
A c c u ra te : th e  c o n te n t sh o u ld  b© f r e e  from
e r r o r ;  th e  r e p o r t  sh o u ld  t e l l  th e  t r u t h  w ith o u t any 
a v o id a b le  m is le a d in g  in fe re n c e ® •
C om plete; th e  r e p o r t  shou ld  in c lu d e  a l l  i n f o r ­
m atio n  w hich th e  r e p o r t  r e c i p i e n t  has a l e g i t im a te  
i n t e r e s t  i n  o r  r i g h t  to  expect*
C le a r : th e  p r e s e n ta t io n  o f  th e  d a ta  sh o u ld  be
such  t h a t  m ost o f  th e  r e c i p i e n t s  can  g e t  th e  c o r r e c t  
meaning w ith o u t d i f f i c u l ty *
I n t e r e s t i n g i th e  r e p o r t  sh o u ld  have s u f f i c i e n t  
r e a d e r  ap p e a l to  encourage i t s  b e in g  read*
SU&aas&i p ro p e r  em phasis i s  e s s e n t i a l ;  th e  
p r e s e n ta t io n  should  be such t h a t  th e  p e r t in e n t  f a c t s  
and r e l a t io n s h ip s  a r e  em phasised and c o lo r ,  p i c tu r e s ,  
g r a p h ic s ,  and s im i la r  d ev ice s  a r e  used o n ly  i n c i d e n t a l ­
ly  in  th e  t e l l i n g  o f th e  s to ry *
4« In  p re p a r in g  a r e p o r t  w hich m eets th e s e  
c r i t e r i a  I t  i s  e s s e n t i a l  f o r  management to  approach
th e  p r e p a r a t io n  o f  th e  r e p o r t  w ith  th e  id e a  o f  
r e p o r t in g  a l l  s i g n i f i c a n t  f in a n o ia l  f a c t s  r a th e r  
th a n  w ith  th e  id e a  o f p r e s e n t in g  a s  s im p l i f ie d  a 
r e p o r t  a s  p o s s ib le *  In  view  o f  th e  many o m issio n s 
o f  p e r t in e n t  f a c t s  in  c u r r e n t  r e p o r t s  th e  problem  
i s  n o t m erely  one o f s im p lify in g  th e  f a c tu a l  d a ta  
now found in  most r e p o r t s .
5* By th e  v e ry  n a tu re  o f  f i n a n c i a l  s ta te m e n ts  
n o t much dependence can be p la c e d  on th e  showing o f 
s in g le  s ta te m e n ts*  Svery  an n u a l r e p o r t  sh o u ld  
th e r e f o r e  c o n ta in  com parative  f in a n c ia l - s ta te m e n t  
d a ta , co v e rin g  a p e r io d  o f  s e v e r a l  y e a r s • As a 
minimum, th e  p e r io d  covered  shou ld  in c lu d e  a t  l e a s t  
a te n -y e a r  p erio d *  a p e r io d  o f  a com plete  b u s in e s s  
c y c le ,  o r  th e  l i f e  o f  th e  c o rp o ra tio n *
6* C o lo r, p i c t u r e s ,  and c h a r ts  can c o n t r ib u te  
to  b e t t e r  r e p o r t in g  b u t th e  r e l a t i v e  w o rth  o f  th e  
r e p o r t s  depends p r im a r i ly  on th e  p e r t in e n c e  and 
volume o f  f a c tu a l  d a ta  co n ta in e d  and th e  d e g re e  to  
w hich th e s e  f a c t s  a r e  a d e q u a te ly  d is p la y e d  and 
em phasised*
7* As a  sa fe g u a rd  to  th e  i n t e r e s t  o f  s to c k h o ld e r s ,  
th e  em ployees, and th e  g e n e ra l p u b l ic  management has 
th e  r e s p o n s i b i l i t y  to  p re s e n t  and i n t e r p r e t  th e  p e r t i ­
n e n t f a c t s — fa v o ra b le  o r u n fa v o ra b le : in co m p le te  in ­
fo rm a tio n  and good im agination©  connive to  th e  good o f  
nobody#
introduction
Background o f 3 tudy
Moat c o rp o ra tio n s  hairs p re p a re d  some ty p e  o f  
r e p o r t  f o r  d i s t r i b u t i o n  to  t h e i r  s to c k h o ld e rs  f o r  more th a n  
a h a l f  cen tu ry#  These r e p o r t s  have v a r ie d  i n  le n g th  from  
one o r two pages to  pam phlets o f  more th a n  two hundred pages * 
The c o n te n t h as  v a r ie d  from a condensed b a len o e  s h e e t  to  
a com plete  s e t  o f  f in a n c ia l  s ta te m e n ts  su p p o rted  by sch ed ­
u le s !  volum inous s t a t i s t i c a l  d a ta  on  o p e ra t io n s  and v a r io u s  
a s p e e ts  o f  th e  b u s in e s s v c o lo re d  p ic tu r e s  and g ra p h s , and 
n a r r a t iv e  i n t e r p r e t a t i v e  or propaganda m a te r ia l*  D uring 
t h i s  p e r io d  of tim e th e  b e s t  c o rp o ra te  management h as  t r i e d  
to  p re p a re  a r e p o r t  w hich g iv e s  th e  s to c k h o ld e rs  th e  ty p e  
o f  in fo rm a tio n  w hich th ey  have a r i g h t  to  e x p e o t. N ev erth e­
l e s s  i t  i s  a d m itte d  t h a t  even th e  b e t t e r  r e p o r t s  do n o t now 
se rv e  as p e r f e c t  com m unications media* Management has been 
w i l l in g  to  spend more and more money i n  i t s  e f f o r t  to  p u b l i ­
c iz e  b u s in e s s  a f f a i r s  and , In  g e n e ra l ,  i t  can b© t r u t h f u l l y  
s a id  th a t  c o rp o ra t io n  e x e c u tiv e s  have been t r y in g  hard  to  
p re p a re  and d i s t r i b u t e  good re p o r ts *
The in c re a s in g  e f f o r t  o f management to  im prove i t s  
an n u a l r e p o r t s  stem s la r g e ly  from  a c h a in  o f  ©v e n ts  which
2
h as been in  m otion f o r  a t  l e a s t  a cen tu ry#  The w ide 
d is p e r s io n  o f  c o rp o ra t io n  s to c k  ow nersh ip  and th e  conse­
q u en t i n a b i l i t y  o f  many s to c k h o ld e rs  to  p a r t i c i p a t e  in  
th e  m aking o f  c o rp o ra te  d e c is io n s  le d  to  an e f f e c t iv e  
s e p a r a t io n  o f  ow nership  and c o n tro l#  The c o n t ro l  o f  most 
l a r g e  c o rp o ra t io n s  l a  now In  th e  hands o f  management 
r a t h e r  th a n  ow ners— th e  s to c k h o ld e rs#  T his d iv o rc in g  
o f  owners from  c o n tro l  b ro u g h t th e  n e c e s s i ty  f o r  manage­
ment to  make more d e ta i l e d  r e p o r t s  to  th e  s to c k h o ld e r s .  
D uring th e  same p e r io d  o f  tim e  c o rp o ra t io n s ,  and e s p e c ia l ly  
l a r g e  c o rp o r a t io n s ,  assumed in c re a s in g  im p o rtan ce  in  ou r 
economic system # The d e c is io n s  made by a few la r g e  
c o rp o ra tio n s  a f f e c t  m a te r ia l ly  and d i r e c t l y  th e  l i v e s  o f  
every  c i t i z e n #  I t  n a tu r a l ly  fo llo w s  t h a t  c o rp o ra t io n  
em ployees, consum ers, and th e  g e n e ra l  p u b l ic  have become 
In te n s e ly  in t e r e s t e d  in  c o rp o ra t io n  a f f a i r s #
There have appeared  in  p r i n t  many s c a t t e r e d  com­
m ents on what b e lo n g s  in  c o rp o ra tio n  an n u a l r e p o r t s ,  on 
what sh o u ld  be ta k e n  o u t o f  th e  r e p o r t s ,  e tc#  A r e l a t i v e l y  
few c o rp o ra tio n s  have made s y s te m a tic  su rv ey s o f  what 
s to c k h o ld e rs  d e s i r e  (o r th in k  th e y  d e s i r e )  in  annua l r e p o r t s  
from  managem ent• A few s tu d ie s  have a l s o  been made o f  th e  
e v o lu tio n  o f  r e p o r t in g  p r a c t i c e s  in  p a r t i c u l a r  com panies 
o v er a lo n g  p e r io d  o f  y e a rs .
3
The m ost th o ro u g h  survey  which bus been made o f  
c o rp o ra t io n  an n u a l r e p o r t s  was is s u e d  a s  R esea rch  R eport 
S o , 10 by th e  American Management A s s o c ia t io n  in  1946,
The su rv ey  r e p o r t ,  c o n s i s t in g  o f  104 p ag es , c o n ta in s  a 
re a s o n a b ly  com plete  v e rs io n  o f  w hat I s  now p u t i n t o  m ost 
a a a u a l r e p o r t s .  In  l i n e  w ith  American Kaoagement A sso c ia ­
t i o n  p o l i c y | t b s  s tu d y  i s  one o f  "whet i s ,  n o t w hat o u g h t 
t o  b e 9 b u t w ith  em phasis on th e  b e s t . "
Purpose o f  th e  S tudy
In  view of t h e  f a c t  t h a t  p re v io u s  s tu d ie s  o f  "what 
ough t to  be" have been frag m en ta ry  in  n a tu r e  and s in c e  i t  
i s  g e n e r a l ly  ad m itte d  th a t  "what i s "  in  an n u a l r e p o r t s  
I s  n o t s e rv in g  management, s to c k h o ld e r s ,  em ployees, end 
th e  g e n e ra l  p u b lic  t o  th e  b e s t a d v a n ta g e , t h e  need fo r  a 
com prehensive a n a ly s i s  o f  th e  in fo rm a tio n  needs o f  th e  
s e v e r a l  i n t e r e s t e d  g roups i s  a p p a re n t .  The p rim ary  p u r ­
p o ses  o f  t h e  c u r r e n t  s tu d y  may be broken down a s  fo llo w s :
(1) To a n a ly z e  th e  form , c o n te n t ,  and n a tu re  o f  
what a r e  co n s id e red  to  be th e  b e t t e r  co rp o ra ­
t i o n  an n u a l r e p o r t s  f o r  1946,
(2) To s e t  up c r i t e r i a  f o r  t h e  p r e p a r a t io n  and 
e v a lu a t io n  o f  c o rp o ra te  annual r e p o r t s ,
(3) To d e f in e  a s  s p e c i f i c a l l y  a® p o s s ib le  what 
ought to  be in c lu d e d  In  annual r e p o r t s  t o
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m eet th e  Inform ation needs of s to c k h o ld e r s , 
em ployees, cu s to m ers , and th e  g e n e ra l  p u b l ic .
100 Annual H©ports f o r  1946 Analysed.
The 1946 annual r e p o r t s  f o r  100 r e l a t i v e l y  la rg e  
i n d u s t r i a l  com panies a r e  an a ly sed *  Only i n d u s t r i a l  com* 
paay r e p o r t s  a r e  used f o r  s e v e ra l  r e a s o n s .  In  th e  f i r s t  
p la c e ,  th e  r e p o r t s  o f  f in a n c ia l  i n s t i t u t i o n s ,  p u b lic  u t i l *  
i t y  com panies, r a i l r o a d s ,  and i n d u s t r i a l  com panies la c k  
c o m p a ra b ili ty  a t  s e v e r a l  p o in ts ,  t h i s  la c k  o f  o o m p ara ti-  
l i t y  stem s from  d i f f e r e n c e s  in  o p e ra t io n s  and r e g u la to ry  
in f lu e n c e s .  In  th e  second  p la c e ,  i n d u s t r i a l  com panies 
a r e  r e l a t i v e l y  f r e e  o f  r e s t r a i n t  In  th e  ty p e  o f an n u a l 
r e p o r t  w hich  i s  d i s t r i b u t e d .  In  th e  t h i r d  p la c e ,  Indus*  
t r i a l  com panies have been and must rem ain th e  backbone 
o f  ou r f r e e  e n t e r p r i s e  economy—o r  maybe a b e t t e r  way 
to  pu t i t ,  o u r American way o f  l i f e .
The 100 r e p o r t s  in c lu d e d  in  th e  s tu d y  w ere d e s ig *  
s a te d  a s  t h e  1946 r e p o r t s  by th e  r e s p e c t iv e  com panies.
Most o f  th e  f i s c a l  y e a rs  end on December 31, 1946. A ll 
o f  th e  r e p o r t s  used have f i s c a l  y e a rs  whioifi and w ith in  
th e  p e r io d  from  J u ly  1 , 1946 to  June 30, 1947*
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B a sis  o f  S e le c t io n  ©£ th e  100 R ep o rts
The d e s i r e  mm to  s tu d y  th® b e s t  r e p o r t s  now being 
p rep ared *  In  t r y i n g  t o  d e f in e  what ough t to  b® in c lu d e d  
l a  an n u a l r e p o r t s ,  i t  ap p ea red  lo g ic a l  to  begin  w ith  ®& 
a n a ly s i s  o f  th e  b e s t  r e p o r t in g  p r a c t i c e s  now in  e f f e c t .
The n a tu r a l  developm ent in  any f i e l d  i s  an a ttem p t to  
im prove on th e  b e s t  o f  t h e  p a s t .
th e n  what a r e  th e  b e s t  r e p o r t s  now being  p rep ared ?
Who hnowa w hich r e p o r t s  th e s e  a re ?  The b e s t  g u id e  to  an
answ er to  th e  q u e s tio n  I s  found In  th e  a n u a l e v a lu a t io n s
o f  c o rp o ra tio n  an n u a l r e p o r t s  sponsored  by th e  m agazine,
raURCXAX. WORLD* a r e p r e s e n ta t iv e  board  o f  f iv e  c l a s s i c
f l e s  th e  r e p o r t s  ac co rd in g  to  ap p ro x im a te ly  100 in d u s t ry
c l a s s i f i c a t i o n s  and th e n  r a t e s  th e  r e p o r t s  w i th in  each
c l a s s i f i c a t i o n  "m odern,* " im proved ," o r  unchanged ."  The
b e s t  th r e e  "modern" r e p o r t s  In  each c l a s s i f i c a t i o n  a r e
ran/ced " f i r s t , "  " se c o n d ,"  and " t h i r d . "  Among th e  c l s s s i~
f l o a t  io n s ,  th e r e  a re  69 in d u s try  c l a s s i f i c a t i o n s  f o r
I n d u s t r i a l  com panies. For t h e  p u rposes o f  th e  p re s e n t
s tu d y , th e  w r i t e r  re q u e s te d  th e  1946 annual r e p o r t s  from
a l l  o f  th o s e  com panies whose r e p o r ts  were r a te d  " f i r s t *
o r  "second" In  th e  most r e c e n t  survey (based  on th e  1946
an n u a l r e p o r t s ) .  Though th e s e  r e p o r ts  may n o t be th e  
" b e s t*  l 00 I n d u s t r i a l  r e p o r t s  f o r  th e  y e a r  1946, th e r e
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I s  re a s o n  to  b e l ie v e  t h a t  th e s e  100 r e p o r t s  # re  r e p re s e n ­
t a t i v e  o f  t h e  b e s t  r e p o r t s  o f  th e  year*
The names o f  th e  100 c o rp o ra t io n s  whose r e p o r t s  
e r e  a n a ly s e d  e r e  l i s t e d  In  th e  A ppend!r♦
Emphasis on Annual R ep o rts  f o r  l a r g e  C o rp o ra ti ons
R aphaels i s  p u rp o se ly  p la ced  th ro u g h o u t th e  s tu d y  
on th e  r e p u t i n g  needs and  p r a c t i c e s  o f  l a r g e  c o rp o ra t io n s .  
In  v i s e  o f  th e  g r e e t  d is p e r s io n  o f  s to c k  ow nership  t th e  
l a r g e  number o f  I n t e r e s t e d  em ployees, and th e  keen I n t e r e s t  
o f  t h e  p u b l ic  I s  th e  o p e ra t io n s  o f  l a r g e  c o rp o ra t io n s ,  I t  
i s  more e s s e n t i a l  t h a t  l a r g e  c o rp o ra t io n s  p re p a re  and 
d i s t r i b u t e  com prehensive an n u a l rep o rt®  th a n  i s  t h e  ca se  
w ith  sm a ll c o r p o r a t io n s .  I t  i s  b e lie v e d  th a t  th o s e  who 
a r e  i n t e r e s t e d  l a  th e  r e p o r t s  o f  sm all c o rp o ra t io n s  can 
g le a n  from  th e  s tu d y  th o s e  th in g s  which may be o m itte d  
from  th e  r e p o r t  o u t l in e d  f o r  th e  la r g e  c o rp o ra t io n s .
A nalyst s  Assumes Only One Annual R eport
A r e l a t i v e l y  few co rpo ra tion®  p re p a re  s e p a ra te  
a n n u a l r e p o r t s  f o r  s to c k h o ld e rs  and  em ployees. Most corpo­
r a t i o n s  a r e  now p re p a r in g  o n ly  one an n u a l r e p o r t ,  d i r e c t in g  
I t  t o  s to c k h o ld e r s .  0 u r in g  re c e n t y e a r s ,  how ever, more and 
more c o rp o ra t io n s  have adop ted  th e  p o lic y  o f  d i r e c t in g  
t h e i r  a n n u a l r e p o r t s  to  s to c k h o ld e rs  and em ployees o r  to
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s to c k h o ld e r s ,  em ployees, ana t h e  g e n e ra l p u b l ic .  The t h e s i s  
l a  ad o p ted  in  t h i s  s tu d y  t h a t  o n ly  one r e p o r t  shou ld  be p re ­
p a re d  and d i s t r i b u t e d  and t h a t  t h i s  r e p o r t  shou ld  meet th e  
e s s e n t i a l  i n f o r m t io n  needs of a l l  I n t e r e s t e d  g ro u p s. The 
a n a ly s i s ,  ex cep t f o r  a  p a r t  o f  C hap ter 1 0 , fo llo w s  t h i s  
p la n ,  n e v e r t h e le s s , th e  main segm ents of t h e  w hole a n a ly s is  
a r e  a p p l ic a b le  though i t  i s  d e s ire d  i n  p r a c t i c e  to  p re p a re  
a  s e p a r a te  r e p o r t  f o r  em ployees. C hap ter 10 i s  d ev o ted , in  
p a r t*  t o  an  a n a ly s i s  o f  s e p a ra te  employee r e p o r t s .
B r ie f  I n d ic a t io n  o f  th e  O rg a n isa tio n  of th e  S tudy
C hap ter 1 re c o rd s  th e  h i s t o r i c a l  developm ent o f  
c o rp o ra te  a c co u n tin g  and r e p o r t s .  I t  t r a c e s  th e  d ev e lo p ­
ment o f  a c c o u n tin g  aa  a to o l  and i d e n t i f i e s  th e  f a c to r s  
and a g e n c ie s  w hich have a f f e c te d  n o t ic e a b ly  th e  developm ent 
o f  a c c o u n tin g  and annua l r e p o r t  p r a c t i c e s .  There i s  a b r i e f  
e v o lu tio n a ry  d e s c r ip t io n  o f th e  developm ent o f  a n n u a l- re p o r t  
p r a c t i c e s .
The c u r r e n t  im portance o f  c o rp o ra te  r e p o r t s  i s  
an a ly zed  in  C h ap ter 2 . The s p e c i f i c  need f o r  c o rp o ra te  
in fo rm a tio n  by s to c k h o ld e r s , em ployees, cu s to m ers , b a n k e rs , 
d e a l e r s ,  f i n a n c i a l  e d i to r s  and o th e r  m isc e lla n e o u s  g ro u p s, 
and th e  g e n e ra l  p u b lic  i s  co n s id e red  in  d e t a i l • In  th e  
a n a ly s i s  prom inenoe i s  g iv e n  to  th e  f a c t  th a t  th e  c o rp o ra ­
t i o n  has now become a q u a s i-p u b l ic  o r  s o c ia l  i n s t i t u t i o n  
and , th e r e f o r e ,  has r e p o r t in g  o b l ig a t io n s  to  th e  g e n e ra l 
p u b l ic .
a
I n  C hapter J  g e n e ra l c r i t e r i a  f o r  annual r e p o r t s  
a r e  developed* C r i t e r i a  t h a t  th e  r e p o r t  sh o u ld  he aocu­
r a t e  # co m plete , c l e a r ,  i n t e r e s t i n g ,  and b alanced  a r e  s e t  
f o r t h  and in te rp r e te d *
E xcept f o r  th e  l a s t  two c h a p te r s ,  th e  rem ain ing  
c h a p te rs  c o n ta in  a d e t a i l e d  a n a ly s is  o f  th e  fo rm , con­
t e n t ,  and n a tu re  o f  th e  100 re p o r ts *  U sing th e  c r i t e r i a  
s e t  op in  C hap ter 3 , th e  p r e s e n ta t io n s  a r e  e v a lu a te d  and 
on  ev e ry  p o in t  an  a tte m p t i s  made to  s p e c ify  w hat ought 
to  h e  in c lu d ed  and how i t  ought to  be shown f o r  th e  bene­
f i t  o f  each  in t e r e s t e d  group o f  re a d e rs*
The need f o r  a s e p a ra te  employe© r e p o r t  i s  c o n s id ­
e re d  l a  C hap ter 10 , and th e  r e p o r t s  o f  th e  s ix  c o rp o ra t io n s  
among th e  100 who is s u e  a s e p a ra te  employee r e p o r t  a r e  
an a ly se d  and ev a lu a ted *  The l a s t  c h a p te r ,  number 1 1 , i s  a 
summary o f  th e  m ost im p o rta n t f in d in g s  o f  th e  study*
GH AFTIR 1
i
HISTORICAL DEVELOPMENT OF CORPORATE ACCOUNTING AND REPORTS
A ccoun ting  bas bean , p r im a r i ly ,  a to o l  o f  th e  b u s i -  
nessman* I t s  e v o lu tio n a ry  developm ent can be c l e a r ly  
t r a c e d  f o r  a  p e r io d  o f  f iv e  c e n tu r ie s .  A ccoun ting  te c h ­
n iq u e s  used by th e  b u s in e ss  men o f  th e  tim e o f Luca 
P a c lo lo  in  th e  f i f t e e n t h  ce n tu ry  a re  crude in  com parison  
w ith  th o s e  used  to d a y . When P a c io lo  w ro te  what i s  re c o g ­
n is e d  a s  th e  f i r s t  p r in te d  work on th e  m echanics o f  book­
k e e p in g ! he m ere ly  d e s c r ib e d  th e  to o l  a s  i t  th e n  e x i s te d  
l a  usage by le a d in g  m e rc a n ti le  f irm s  and  t r a d e r s  in  V en ice , 
I t a l y .  The a c c o u n tin g  problem s were v e ry  s im p le  in  com­
p a r is o n  w ith  th e  p rob lem s o f th e  tw e n t ie th  c e n tu ry . The 
number o f  item s e n te r in g  in to  t r a d e  was r e l a t i v e l y  s m a ll ,  
th e  d iv is io n  o f  la b o r  i n  th e  p ro d u c tio n  o f th e  goods was 
a lm o st n i l ,  th e  p ro d u c tio n  p ro c e s s  d id  n o t In v o lv e  lo n g
^ P u b lish e d  a t  V enice In  1494 in  th e  renowned 
D ls t l n c t l o  Nona—T ra c ta tu s  TCI, P a r t i c u l a r ! a  de com putls 
e t  s c r I p t u r i a  a s  a  p a r t  o f h i s  ijumaa de a 'r l t l S a t l o a ...feo m e trla  p ro p o r t io n !  e t  p ro p o rC lo n a lT ta . Quoted from  dward P e r a g a l lo . O rig in  and E v o lu tio n  o f  Double E n try  
B ookkeeping. Anmrican I n s t i t u t e  P u b lis h in g  ’tiv*, I n c . ,  
liew t o r k ,  193d, p . 55*
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| « r i o l i  ©f time* income d eterm ination  m  a  f ix e d  data  
was not r t t f i l? a 4 , f irm  a s s e t s  were not sp re a d  o v e r  l a r g e  
a rea s  in c lu d in g  fo r e ig n  c o u n tr ie s .
6h«1bo«8 was alm ost w holly p r iv a te ;  accounting  
was t lie  to o l  or d e v ie e  used to  serv e  th e  needs o f  th e  
b u sin e ss  operators* th e  gen era l p u h lie  d id  not ev idence  
say  s o c i a l ,  pecun iary , or p erson a l i n t e r e s t  i n  th e  way 
in  which th e  t o o l  was feeing used fey in d iv id u a l b u sin ess*  
men.
I t  was t h e  tw en tie th  century b efore our modern 
corporate b u sin ess  u n it  became th e  prominent typ e o f  
b u sin ess  unit*  In th e  in terv en in g  p er io d  accoun ting  
had been adapted  to meet th e  needs o f  jo in t  ven tu res and 
p a rtn e rsh ip s . A ccounting has alw ays adapted i t s e l f  to  
b u sin ess  procedures not b u sin ess to  accounting procedure, 
through most o f  th e  n in e teen th  century accountants were 
concerned e x c lu s iv e ly  w ith  th e  d e sc r ip tio n  o f  b u sin ess  
tra n sa c tio n s  i n  th e  a cco u n ts. I t  was not u n t i l  the  
tw en tie th  eeatu ry  th a t a p ress in g  need fo r  accounting  
rep o r ts  was reco g n ised , th e  corporate form o f  organ ise*  
t io n  perm itted the developm ent o f  e n te r p r ise s  o f  g re a t  
e l s e ;  g re a te r  a ls o  fu rth er  In creased  th e  com plexity  o f  
and in term in gled  th e  I n te r e s t s  o f  owners o f  th e b u s in e ss ,  
len d ers  o f  money, h ired  management, em ployees, cu s to m ers , 
and th e  gen era l p u b lic . The in c re a s e  in  s iz e  and Im portance
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o f  co rp o ra tio n s l a  l l «  mmmnijy* w ith  th© a tten d a n t te n -  
d a n c le s  toward monepely* p revalen ce o f  ab sen tee ownership  
aad th e  mmbey o f  sea 11 in v e s to r s ,  con tin u in g  w ith  l i t t l e  
o r  ao in te rr u p tio n  a t  any t in e  during th e  tw e n tie th  
century* caused accou n tin g  to  become More and more eon-  
earned with th e  gen era l w e lfa r e  la  comparisop w ith  th e  
immediate needs o f  th e  b u sin ess  e n te r p r is e .
A ccounting methods* co n cep ts , end re p o r ts  hare 
undergone co n tin u a l change* though sometimes to o  slow ly  fo r  
th e  common good. Such circum stance i s  not p ecu lia r  to  
the f i e l d  o f  a cco u n tin g . Change i s  a permanent elem en t, 
d l l  segm ents o f  s o c ie t y  r e s i s t  in  vary in g  d egrees th e  
f e r e e s  o f  change. Seonomle h is to r y  i s  la r g e ly  a record  
o f  r e s is ta n c e  to  change by one group as opposed to  a 
need fo r  change on th e  part o f  another group. Accounting* 
l ik e  a l l  o th er  t o o l s  fash ioned  and refash ion ed  by man* 
has been d e fe c t iv e  in  part and i t  has been used a t  tim es  
fo r  s e l f i s h  ga in  and contrary t o  th e  common good. In t h is  
eonaeetion* however* i t  should  be remembered th a t  
accoun ting—t h e  language o f  f in a n ce—d ea l & w ith data  
which a r e  not p r e c is e ly  measurable by any instrum ent y e t  
d e v ise d . A ll v a lu es  a re  r e la t iv e  and consequently  every  
item  In an accoun ting  report i s  con tin gen t upon in ta n g ib le  
and varying human f a c t o r s .
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IW ftllM H  iM . SW PW «ta gaB2£M« Probably the  
l o s t  Im pressive growth o f  b u sin ess  e n t e r p r i s e  known to  
economic h is to r y  occurred i s  th e  U nited S ta te s  d u r in g  th e  
l e s t  h a lf-cen tu ry *  The corp oration  a s  a bust n e s s  u n it  
was the v e h ic le  through which th e  growhh was achieved*
The number o f  I n d iv id u a ls  h o ld in g  s to c k  in  c o rp o ra t io n s  
h as  s t e a d i l y  in c re a se d *  M il l io n s  o f  s to c k  t r a n s a c t io n s  
o ccu r each  month* C o rp o ra tio n s , and e s p e c ia l ly  a  r e l a t i v e ­
ly  sea 11 group  o f  l a r g e  c o rp o ra t io n s ,  to u ch  d i r e c t l y  In  
many ways the l i v e s  o f  everyone* C o n seq u en tly , i t  has 
lo n g  been re c o g n ise d  t h a t  each  c o rp o ra tio n  has a re sp o n ­
s i b i l i t y  o f  r e p o r t in g  on i t s  a c t i v i t i e s *  The p rim ary  means 
o f  r e p o r t in g  has been a r e p o r t  is s u e d  a n n u a lly  to  s to c k ­
h o ld e rs*
M arly Annual H e p o rts* W illiam  2* B ip le y , in  h i s  
book Mala S t r e e t  and W all S t r e e t > p u b lish e d  in  1927, g iv e s  
th e  b e s t  a v a i la b le  summary o f  c o rp o ra tio n  an n u a l r e p o r t in g  
p r a c t i c e s  p r io r  t o  1927* The fo llo w in g  d a ta  g iv e  a good 
word p ic tu r e  o f  th e  s i t u a t i o n . 2
So r e p o r t s  made to  s to c k h o ld e r s i
W estlnghouse company, "which seems to  have h e ld  
no an n u a l m eeting  fo r  a lm ost a decade p r io r  to  .1906," 
made no statement o f  i t s  f in a n c ia l  c o n d itio n  to  
s to c k h o ld e r s .
2 p . 159, e t  s e g .
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H a lte d  S ta t e s  E xpress Company wh e ld  no m s  t i n g  
w ith in  th e  memory o f  man* n o r  "vouchsafed  m y  s t a t e -  
meat w hatsoever o f  f l a a a e l a l  c o n d itio n * "
Boyal B aking Powder Company "n ev er is s u e d  a  
b a le  s e e  s h e e t  o r  f i n a n c i a l  s ta te m e n t o f  say kind 
w h a tso ev er f o r  more th a n  a  q u a r te r  o f  a  c e n tu ry * n 
Ho f in a n c i a l  d a ta  f o r  S in g e r  M anufactu ring  
Company " i s  d is c o v e ra b le  in  th e  u su a l so u rc e s  o f  
in fo rm atio n * *
B e s o r ts  made to  s to c k h o ld e r s  b u t in a d e q u a te  injbmmmmmrnmmmmm rngmrnmmmmm m m m  m m m tm m m m rntm m irt m u n i n m  mmtmmm  » n  wmmmmi a p o r t a a t  r e s p e c t s s >
For n a t io n a l  B is c u i t  Company "incom e a c c o u n ts  
o r  d e p r e c ia t io n  do n o t e x is t* *
"American Can g iv e s  you d e p r e c ia t io n  f o r  1925» 
b u t n ev e r  a  w h if f  co n ce rn in g  i t s  a c c ru a l  th ro u g h  
p a s t  y ea rs* *
"Somev l ik e  th e  G i l l e t t e  S a fe ty  E a ro r  Company, 
a r e  i n v i t i n g  p l e t o r i a l l y ,  however u n in fo rm a tiv e  
th ey  may be**
Waltham Watch Company v o u ch sa fes  "n o th in g  but 
a s k e le to n  b a lan ce  sh ee t* *
5 B ip ley  c a l l s  th e se  " th e  d a n e e -c a rd , ba ld  
b a la n c e - s h e e t , o r  p ic tu re -b o o k  v a r ie ty  o f  c o rp o ra tio n  
re p o r t* *  l e g  p .  162*
H
r e p o r t s  aade to  s to c k h o ld e r s :^
U nited  S ta t e s  S te e l  C o rp o ra tlo n — "from  th e  
f i r s t  e n s e a l  s ta te m e n t, o u tsp re a d  o v er e n t i r e  
new spaper p a te s  in  1903, dow n-to  th e  p re s e n t  tim e , 
i t s  re e o rd  has been c o n s i s te n t ly  a d m ira b le ."
"G enera l M otors Company i s  a w orthy se co n d ."  
Dennison M anufactu ring  h as " a n o th e r  model 
s ta te m e n t,  s u i t a b le  f o r  sm a lle r  co n c e rn s , oombin- 
l a g  f u l l  p u b l i c i ty ,  made a s  i n t e l l i g i b l e  a s  pos­
s i b l e ,  w ith  p i e t o r i a l  ev id en ce  o f  th e  developm ent 
o f  t h e  b u s in e s s ."
These sam ple c a se s  ad e q u a te ly  su g g e s t th e  s t a t u s  
o f  c o rp o ra t io n  an n u a l r e p o r t in g  p r io r  to  ab o u t 1930. T here 
was a  g la r in g  la c k  o f  r e c o g n i t io n  t h a t  s to c k h o ld e rs  ( th e  
r e a l  e n t e r p r i s e  ow ners) a r e  e n t i t l e d  to  ad eq u a te  f in a n c ia l  
in fo rm s tio n  and t h a t  th e  g e n e ra l  p u b lic  has a s im i la r  r i g h t • 
The g r e a t  gap betw een " id e a l"  r e p o r t in g  and a c tu a l  r e p o r t -  
ia g  was due in  la r g e  m easure to  c o n c u rre n t f o r c e s :  th e
ra p id  t r e n d  tow ard c e n t r a l i s a t i o n  o f i n d u s t r i a l  p ro d u c tio n  
in  l a r g e r  and la r g e r  u n i t s  and  a d e c e n t r a l i s a t io n  o f  e n t e r ­
p r i s e  ow nersh ip  th ro u g h  c o rp o ra te  s h a r e s .  D e sp ite  th e
* R ip le y  r e f e r s  to  th e s e  a s  " th e  t r u l y  In fo rm a tiv e  
ty p e  o f  o f f i c i a l  r e p o r t ,  w hich f o r tu n a te ly  i s  coming more 
and store to  be re c o g n ise d  a s  n o t only good form , bu t th e  
b e s t  o f b u s in e s s  a s  w e l l ."  See p. 164.
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a c ta b le  sborteom iiig  o f  c o rp o ra te  r e p o r t s , p ro g re s s  tow ard 
b e t te r  r e p o r t s  was as do d u r in g  t b s  p e r io d .  A r e q u i s i t e  
o f  sound c h a r a c t e r i s a t i o n ,  i n t e r p r e t a t i o n ,  and e v a lu a t io n  
o f  cu rren t corp o ra te  r e p o r t s  I s  an a d e q u a te  u n d e rs ta n d in g  
o f  t b s  f a c t o r s  and a g e u s ia s  w hich  ware and re g a in  a s  
e v o lu tio n a ry  in f lu e n c e s  In  tb s  developm ent o f  an n u a l r e p o r t  
p r o s t l e s s .  Tbs p rim ary  in f lu e n c e s  a r e  b r i e f l y  rev iew ed .
t
F a c to rs  and A&enelea in  tb s  Development o f  Annual
HeporTT*Practices "  ri"'"'''
B a rly  C re d i t  Its p o r ts  and P r a c t i s e s . D uring tfee 
s ig h ts e n tb  c e n tu ry  and most o f  t h e  n in e te e n th  c e n tu ry , 
b an k , m e rc a n t i le ,  and o th e r  ty p e s  o f  c r e d i t  w ere b ased , 
n o t on f in a n c ia l  s ta te m e n ts ,  bu t on a p e r s o n 's  good 
r e p u ta t io n ,  a g e n e ra l  co n c ep tio n  o f  h i s  w e a lth , accomo­
d a t io n  paper, an d /or c o l l a t e r a l  o f  v a r io u s  ty p e s .  D uring  
t n l e  p e r io d  o f  t im e , b a lan ce  s h e e ts  w ere  u s u a lly  drawn up 
o n ly  f o r  t h e  c o n f id e n t ia l  use o f  t h e  ow ners. Expanding 
b u s in e s s  o p e ra t io n s  In  te rm s o f  volum e, ty p e s  o f  goods, 
t e r r i t o r i e s  s e rv e d , e t c .  su g g e s ted  th e  need f o r  c r e d i t  
d e c is io n s  to  be based  more on th e  r e l a t io n s h ip  between 
a s s e t s  and  l i a b i l i t i e s  o f  th e  in d iv id u a l  o r  p a r tn e r s h ip  
th a n  on p e rso n a l p ro p e r ty . I t  was n o t u n t i l  th e  1 8 7 0 's th a t  
The M e rc a n ti le  Ageney (now Dun A D ra d a tre e t ,  I n c .)  d i s t r i ­
buted a f i n a n c i a l  s ta te m e n t fo rm , in d ic a t in g  to  c l i e n t s
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th a t  "d e f i n i t e  i n f o r m t i o n  a s  to  p e c u n ia ry  re s o u rc e s  and in- 
debted& eas* was n eed ed •$ The fo rm  fo l lo w s :
EARLY FINANCIAL STATEMENT BLANK USED BY 
THE MERCANTILE AGENCY
S ta te m e n t o f  • o f
County o f ___________________________ S ta te
on t h e ___________________  day o f __________________  IS ?
A s s e ts :
M erchandise on hand ( a t  a c tu a l  p r e s e n t  v a lu e )
Amount O u ts ta n d in g * . . . . . . . . . . . . . . . .......................
R eal E s ta t e ,  c o n s is t in g  o f • • • • • • . . . ..............
P e rso n a l P ro p e r ty ,  c o n s is t in g  o f . . . . . .................
Cash on hand and in  Bank. •
L i a b i l i t i e s ;
Owing f o r  M e rc h a n d ise .  ..............
Owing C r e d i to r s  a t  Home, in c lu d in g  
D e p o s i to rs ,  Bank In d e b te d n e ss ,
Borrowed Money, & e .*.............. ...............
Owing on R eal E s t a t e .  ..............
Owing f o r  any o th e r  c a u se , o r to  any o th e r  
p e rso n  wha t s o e v e r   .....................
#
R et W o rth ........................................ ..........................
In su re d  on S to ck , 
f u l l  Names o f  P a r tn e r s .
5 Roy A. fo u lk e ,  P r a c t i c a l  F ln a n o ia l  S ta tem en t 
A n a ly s is .  M cGraw-Hill Boot Co. ,  i n c . ,  lew  Y o rt, 1945,
p . 11 .
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T h is  s ta te m e n t re sem b les  th e  p r e s e n t  r e p o r t  form  
e f  b a lan ce  sh ee t*  A p p a ren tly  th e  s ta te m e n t  was des igned  
p r im a r i ly  f o r  p a r tn e r s h ip s  in  view o f th e  r e q u e s t  fo r  f u l l  
names o f  p a r tn e r s .
Banka B«g.n Requirlnl£ F in a n c ia l  S ta te m e n ts  from
Qua to m ere . fo llo w in g  th e  C iv i l  War th e r e  d ev e lo p ed  move­
m ents tow ard  th e  sh o r te n in g  o f th e  m e rc a n ti le  te rm s o f  
s a l e  and t h e  le n d in g  o f  money on s in g le -n am e p a p e r . I>ue 
in  p a r t  to  th e  u n s e t t le d  m onetary  and g e n e ra l  economic 
c o n d i t io n s  o f  th e  p e r io d ,  banks I n s t i t u t e d  th e  g e n e ra l 
p r a c t i c e  o f  e x te n d in g  c r e d i t ,  to  in d iv id u a ls  o r  f irm s  
based  upon s p e c i f ie d  f in a n c ia l  in fo rm a tio n  In s te a d  o f  
upon mere g e n e r a l i t i e s ,  assumed f in a n c ia l  s t r e n g th ,  and 
c o s ig n e r s .  The b a s ic  im p o rtan ce  o f  making c r e d i t  d e c i ­
s io n s  based  on th e  p r e s e n ta t io n  and a n a ly s i s  o f  " e x a c t” 
f i n a n c i a l  s ta te m e n ts  was re c o g n iz e d . F o llow ing  th e  le a d  
o f  a  number o f  in d iv id u a l  banks and a few s t a t e  banking  
a s s o c ia t io n s ,  th e  Am erican Bankers* A s s o c ia tio n  in  i t s  
co n v en tio n  in  1399 a u th o r iz e d  th e  p r e p a ra t io n  o f  a 
"un ifo rm  p ro p e r ty  s ta te m e n t b la n k ” fo r  th e  use of i t s  
members a s  a  s ta n d a rd  fo rm .^  The form adop ted  r e q u ire d  
th a t  p o t e n t i a l  bo rro w ers g iv e  w r i t te n  s ta te m e n ts  o f a l l
^  P ro c eed in g s  o f  th e  T w e n ty - f if th  Annual Conven­
t i o n  o f  th e  Am erican B ankers * s  Ass o o ia t  l'onT' "fieTd a t  
T J T J v e la n lT o tlo , i f e p t T '1-7?'TW 97' pTTTS 1'km r ic a n  Bankers*® 
A s s o c ia t io n , Kew Y ork, 1399).
asse t®  aM  l i a b i l i t i e s  o v er t h e i r  s ig n a tu re s *  The form 
c a l le d  fo r  more d e t a i l e d  d a ta  th a n  was re q u ire d  by th e  
e a r l i e r  m e rc a n t i le  c r e d i t  form  shown on p . 16* B ine 
a s s e t  ite m s  w ere s p e c i f i e d  and s i s  l i a b i l i t y  item s w ith  
s e v e r a l  b la n k  sp a ce s  f o r  th e  l i s t i n g  o f a d d i t io n a l  item s* 
th e  s ta te m e n t s e c t io n  o f  th e  form  was s e t  up a lo n g  th e  
l i n e s  o f  an  ac c o u n t form  o f  a b a lan ce  sh e e t*
I t  sh o u ld  be n o ted  t h a t  th e r e  was g r e a t  sk e p tic ism  
o f  th e  new p r in c ip l e  o f  s in g le - p a p e r  lo a n s  based on f in a n ­
c i a l  s ta te m e n ts ,  b u t by th e  b eg in n in g  o f  th e  tw e n t ie th  
c e n tu ry  th e  p r a c t i c e  was g e n e ra l ly  accep ted *  C e r ta in  
p a r a l l e l s  to  t h i s  a t t i t u d e  and developm ent w i l l  be drawn 
in  r e l a t i o n  to  an n u a l r e p o r t  p o l i c i e s  and p r a c t i c e s  in  
l a t e r  ch a p te rs*
F e d e ra l R eserve  Board Became I n te r e s t e d  in  Uniform  
A cco u n tin g * The F e d e ra l R eserve  B oard, now known ao th e  
Board o f  Uov© m ors, e s ta b l i s h e d  under th e  F e d e ra l R eserve 
A ct o f  1913, re c o g n ise d  and em phasised th ro u g h  i t s  p o lic y  
pronouncem ents to  member banks th e  b a s ic  Im portance o f  
lo a n s  b e in g  based on f in a n o ia l  s ta tem en ts*  In  1917, th e  
Board Is su e d  a pam phlet? w hich recommended b a lan ce  s h e e t
7 U niform  A ccounting  {W ashington: Government P r in t in g  
O f f i c e ) ,  a pam phlet r e p r in te d  from  F e d e ra l R eserve 
B u l le t in  o f  A p r i l , 1917# In  1916 th e  pam phlet was r e p r in te d  
under th e  t i t l e  o f  "Approved Methods f o r  th e  P re p a ra t io n  
o f  B a lan ce -S h ee t S ta te m e n ts* w
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and p r o f i t  and lo s s  forma fo r  s t a t e s  r.*t& subm itted to  
banka f o r  c r e d it  purposes, The pamphlet a ls o  contained  
minimum r e q u ir e s  a t  a fo r  I ha v e r i f l c a t i  n o f  account Item s. 
A r e v is io n  o f  th e  pamphlet was published in  1929 by the  
Federal R eserve Board in  conjunction  w ith  th e  h m rlm n  
I n s t i t a t a  o f  A ccountants under th e  t i t l e  o f  " V e r ifica tio n  
o f  F in a n c ia l S ta tem en ts• ’* The s t a t e s n t  forma suggested  
In the l a t t e r  p u b lic a tio n  are  g iven  on th e  next th ree  
p&e*s.8
I t  i s  s ig n if ic a n t  t h a t  th e  F e d e ra l  R eserve Board 
r eeommeadat io  a s  req u ire  a much more d e t a i l e d  b a lan ce  
sh e e t  & aa th e  e a r l ie r  b a la n c e  s h e e t s  recommended th ro u g h  
th e  standard fo r a  o f  i l ia  M e rc a n t i le  Agency and th e  American 
Bankers' A sso c ia t io n , and p ro b ab ly  mo a  im p o r ta n t ,  a r a t h e r  
d e ta ile d  a c c o u n tin g  o f  income was to  b e  in c lu d e d ,  though  
tb s recommendations from each of th e s e  a g e n c ie s  were 
s p e c i f i s a l ly  in te n d e d  t o  improve th e  s ta te m e n ts  su b m itted  
to  banks fo r  c r e d it  p u rp o se s ,  they  were s u g g e s t iv e  t o  
corporation  e x e c u tiv e s  and a c c o u n ta n ts  as  t o  th e  ty p e  
o f  statem ent needed by s to c k h o ld e r s .  A c tu a l ly ,  t h e  d e t a i l  
requ ired  in  th e  F ed e ra l  R eserve Board s ta te rae ri ts  o f  1917 
end 1929 fa r  s u r p a s s e s  t h a t  to  bo found in  most r e c e n t  
annual r e p o r ts .
 ̂ pp. 2 4 -26 .
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fo rm  o f  aniA fcca mmm
A sse ts
Cash:
On hand* ............................................................. ............. ............... ..
la  h a s k . ..................  *
K otos and accounts r e c e iv a b le :
Koteo r e c e iv a b le , custom ers9 (not past due ) •  ............. .  *.
A ccounts r e c e iv a b le , customers* (not p a st due ) . . . . . . . . .
Kotos r e c e iv a b le , customers* (p ast d u e).............. ..
Accounts r e c e iv a b le , customers* {p ast d u e ) ............*».»
L a s s -
R eserve fo r  bat d e b t s .  ................ ............. ............... *...........
R eserve fo r  d isc o u n ts , f r e ig h t ,  a llo w a n ces, e t c ..........
In v en to r ie s :
Raw m a ter ia l o s  h a s t . . . . . . . . . . . . . . . . . . . . . . . . . . ...................
Goods la  p r o c e s s .* ............ .......................................................
Uncompleted c o n t r a c t s .  ...........................................
L ess payment on a c c o u n t .  ................................ ...........................
f in is h e d  geeds on hand . ............................................................. ..
Other cu rren t a s s e t s $
M arketable s e c u r i t i e s .............................. .......................... ..
Indebtedness o f  o f f i c e r s ,  s to ck h o ld e r s , and em p loyees..
Indebtedness o f  a f f i l i a t e d  companies ( c u r r e n t ) . .  .
T o ta l current a s s e t s  ......................... ..
Investm ents:
S e c u r i t ie s  o f  a f f i l i a t e d  com panies. ................ ..
Indebtedness o f  a f f i l i a t e d  companies—not current
O ti»r ( s t a t e  im portant i t e a s  s e p a r a te ly ) ............
Fixed A sse ts :
Land used for p la n t . .........................................................
B u ild in gs used fo r  p la n t .  .............................. ..
Machinery.  ............ ..................... ........................ ............... ..................
T oo ls and p lan t equi pment ...........................................
P a ttern s and d ra w in g s. ......................................... ..
Of f l o e  fu r n itu re  and f i x t u r e s .   .............. ...........................
Other f ix e d  a s s e t s  (d e scr ib e  f u l l y ) ...........................................
T o ta l f ix e d  a s s e t s . ................ ........................................................
L ess—
R eserves fo r  d e p r e c ia t io n , d e p l e t i o n ,  e t c .  ( d e s c r ib e
f u l l y ) . . . , ................................................ ......................................
charges:
Prepaid exp en ses, I n te r e s t ,  in s u ra n c e ,  t a x e s ,  e t c . . . . . .
Other a s s e t s  (d e scr ib e  f u l l y ) ................................ ............... ..
T o t a l  ........................................... ................. ..
2 1
FORM OF BAUNCK SHEET ( c o n t . )
L i a b i l i t i e s
N otes  and a c c o u n ts  p ay ab le :
S ecured  l i a b i l i t i e s —
. O b l ig a t io n s  s e c u re d  by—
Customers* a c c o u n ts  a s s ig n e d ,  to  th© amount o f . . .
M e n s  on i n v e n t o r i e s .  *  ......................... . . . . .............
S e c u r i t i e s  d e p o s i te d  a s  c o l l a t e r a l   ..............
O ther c o l l a t e r a l       • *....................
U nsecured n o te s —
A ccep tances  made f o r  m erchandise  o r  raw m a te r i a l
p u rc h a s e s *  ................ ..
N otes  g iv e n  f o r  m erchandise  o r  raw m a te r ia l
p u r c h a s e d .  .................................... ............... ...............
N o tes  g iven  to  banks f o r  money b o rro w e d .. . . . . . . . . . . .
N o tes  s o ld  th ro u g h  b r o k e r s ................ ............. ............. ..
N o tes  g iven  f o r  m achinery , a d d i t i o n s  t o  p l a n t ,  e t c . . 
N o tes  due to  s to c k h o ld e r s , o f f i c e r s  o r  em p lo y e e s . . . .  
U nsecured a c c o u n ts —
A ccounts pay ab le  f o r  p u rch ases  (n o t y e t  due .
A ccounts payab le  f o r  p u rch ases  ( p a s t  d u e )  .........
A ccounts pay ab le  to  s to c k h o ld e r s ,  o f f i c e r s ,  o r  
em ployees  ............................................... ..
Accrued l i a b i l i t i e s  ( i n t e r e s t ,  t a x e s ,  wages, e t c . )
O ther c u r r e n t  l i a b i l i t i e s  ( d e s c r ib e  f u l l y )  .....................
T o ta l current l i a b i l i t i e s  ............................   . • .
F ixed l i a b i l i t i e s :
O b lig a tio n s secured by—
Mortgage on p lan t (due d a t e . ......... ..
Mortgage on other r e a l e s ta te  (due d a te ) .............. ...........
C h atte l mortgage on machinery or equipment (due date) 
Other funded Indebtedness (d e sc r ib e  f u l l y )   ................
T o ta l  l i a b i l i t i e s  ......................... ......................................
Net w orth :
I f  a corporation —
(a ) P referred  s to ck  ( l e s s  stock  in  t r e a s u r y ) . . . . . . . .
(b) Common sto ck  ( l e s s  sto ck  in  tr e a s u r y )  .
( a ) su r p lu s :
C ap ita l or p a id  in
A r is in g  from rev a lu a tio n  o f  c a p ita l a s s e t s
t s e e  fo o tn o te )  .............. ................. .................
Earned (or d e f i c i t ) ................................ ............................
I f  a person or a p artn ersh ip —
(a) C a p ita l................ ............... .......................................... ..
(b) U n d istrib u ted  p r o f i t s  or d e f i c i t .  ......... ..
T ota l
C ontingent l i a b i l i t i e s — c la s s i f y  and ex p la in .
N o te .—See d ir e c t io n s  under paragraph 112.
When the balance sh eet i s  th at o f a co rp o ra tio n , th e  
S ta te  under whose law s i t  i s  o rg a n iz e d  should  b© i n d ic a t e d .
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worn OF PEOFI?-At30-lOSS S ' tx m m t
Gross s a le s *  ....................................  * , * . . . , «
L oss outward f r e ig h t ,  a llow ances aad r©turns . . . . . . . . . .
Hot s a in s ....................................   *...   *. *.*„**
in ven tory  beginning o f  y e a r .  * . . * . , ..........* * * * *
P urchases, not (o r  o o st o f  goods produced) *** . «• * . , * • **»*•
Loos in ven tory  and o f  y e a r . . *...............  * • • • • *• *
Cost o f  s o lo s * ........................   * , * * . * . ...... ******.................
Groas p r o f it  on sa le s*  * * . .  *............* * * * . . . ....................
S o i l in g  expenses (item ized  to  correspond with lod ger
account© k e p t) ...................*............... .......................... ....................
T o ta l s o i l in g  exp en ses*  ......................* , *
General expenses (Item ised  to correspond w ith  led g er
accounts k e p t   ............
T o ta l g en era l exp en ses*  ............................................. ..
a d m in is tra tiv e  expenses ( item ised  to correspond w ith
le d g e r  accounts ke p t } • • • « * * • • * « « * * * » * » , * • • * * • * • • , * . . * * ,
T ota l Admlni s t r a t lv e  ex p en ses ............ .................................
T ota l expenses*• * , . , * • • # • * , « • . . * ..................... ......................
Hot p r o f it  on s a l e s * • •  .............   * » . » * • • * . • •
Other incom e:
Income from in v estm en ts* . * ...................... * * *............ ....................
I n te r e s t  on n o tes  rece iv a b le*  etc* * .........................................
Gross incom e *.......... *.......... .................................................
S id ttetion s from Income: x
I n te r e s t  on bonded de bt * , . * * * * * .............................   *****
I n te r e s t  on n o te s  payable*..................... ..
fa x e s , d e p r e c ia t io n , etc*  (sep a ra te ly  shown)*• • ***• *• • •  
T ota l d ed u ctio n s* •  ..................... ....................
l e t  income fo r  th e  p eriod *   ...................
Add s p e c ia l  c r e d it s  to  p r o f i t  and lo s s  (sep a ra te ly  shown). 
Deduct s e e e ia l  charges to  p r o f it  and lo s s  (sep a ra te ly
shown) • • « • * • * ................................................................................ .............
P r o f it  and lo s s  fo r  p eriod**..................... .......................... ..
Surplus beginning o f  p eriod , ******............*...............................
Add or deduct Item s in  th e  su rp lu s account a t tr ib u ta b le
to  p r io r  p e r io d s ...............     ********
D ividends p a id  *......................*................. ........................................
gam ed su rp lu s a t  end o f  p er io d  * * * •« ...........******
I f  a p r o f lt -a n d - lo s s  statem ent I s  prepared fo r  more 
than one year i t  should be s e t  up in  com parative form*
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c o n t r i b u t i o n s  o f  t h £  l i E  I s z k  MMmk The
Mm York Stock Xkhfcange has mad® d e f i n i t e  c a n t r i  but io n s  
tbward u n if  orm ity l a  a c c o u n t in g  p r a c t i c e s ,  adequate  d i s -  
• I t i a r t ,  and b e t te r  f i n a n c i a l  r e p o r t i n g  to  s to c k h o ld e r s  
ftftd the g e n e ra l  pub lic*  About th e  t u r n  o f  th e  cen tu ry  th e  
Exchange ev idenced  acme concern  over th e  f a i l u r e  o f  
co rp o ra tio n s to  Inform  s e c u r i t y  h o ld e r s  of t h e i r  f i n a n c i a l  
c o n d i t io n  by i s s u i n g  ad eq u a te  annual r e p o r t s . ^
The Exchange i n s t i t u t e d  th e  p r a c t i c e  o f  in c lu d in g  
in  the l i s t i n g  agreement w ith  each  new company making 
a p p lic a t io n  a p ro v is io n  t h a t  th e  c o r p o r a t io n  p u b l is h  a t  
l e a s t  annually  d e t a i l e d  and a c c u r a te  f i n a n c i a l  s ta te m e n ts .  
A fter  1926, a l l  new l i s t i n g  ag reem ents  r e q u i r e d  th e  p u b l i ­
c a t io n  o f  q u a r t e r l y  s ta te m e n ts  o f  e a r n in g s .  The scope 
end conten t o f  th e  r e p o r t s  was s p e c i f i e d .  T h is  type  o f
^ The Exchange had f o r  a long  time i n s i s t e d  t h a t  
i t s  purpose was t h e  m ain tenance  o f  a " f r e e  and open" market 
fo r  s e c u r i t ie s  and  n o t  t h a t  o f  re fo rm in g  a c c o u n tin g  and 
gen era l c o rp o ra te  p r a c t i c e s .  F o r tu n a te ly ,  th e r e  was 
r e a l is a t io n  t h a t  t h e  m arket was n o t " f r e e  and open** w i th ­
ou t tra d ers  having  d e t a i l e d  and a c c u r a te  f i n a n c i a l
I n f e r  n a tio n . A lso , t h e r e  c o n t in u e d  to be much ev id en ce  
t h a t  many c o r p o r a t io n s  f e l t  no o b l ig a t io n  to  p ro v id e  
sto ck h o ld ers  and th e  p u b l ic  w ith  ad eq u a te  f i n a n c i a l
r e p o r ts . A good example o f  th e  p o l ic y  and a t t i t u d e  which
g e n e r a lly  p rev a iled  d u r in g  th e  n in e te e n th  c e n tu ry  i s  th e  
fo llo w in g  r e p ly  from an o f f i c e r  of a r a i l r o a d  company to  
a r e q u e s t  by the  Exchange f o r  a f i n a n c i a l  r e p o r t ;  "The 
D elaw are , Lackawanna h W estern E. R. Co. make no r e p o r t s  
sad p u b lish  so  s ta te m e n ts —and have not done a n y th in g  o f  
th e  kind f o r  th e  l a s t  f iv e  y e a r s . "  (See B l r l  I .  S h u l tx ,
f l i f  Y° rk  S t00k  *xoh jn*e I n s t i t u t e ,
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agreement was not r e tr o a c t iv e ,  co n se q u e n tly  i t  does cot  
apply  to  some co rp o ra tio n s whose s h a r e s  a r e  l i s t e d  on th e  
Ixehange, n e v e r th e le s s ,  th e  r u l e  has been a p p l i c a b le  to  
a r e p r e se n ta t iv e  segment o f  th e  la r g e r  c o r p o r a t io n s  and 
undoubtedly the annual r e p o r t s  issu ed  by th e s e  c o r p o r a t io n s  
have In flu en ced  th e  annual rep o r tin g  p r a c t i c e s  o f  many c o r ­
p o ra tio n s  whose shares axe no t l i s t e d  on th e  M%change*
the Exchange in  recen t y e a rs  has made s p e c i f i c  
r u lin g s  a s  t o  th e  p ro p r ie ty  o f  c e r ta in  a c c o u n tin g  p r a c t i c e s ,  
req u ir in g  l i s t e d  companies to  comply w ith  i t s  r u l in g s *  For 
exam ple, a c o r p o r a t io n  may n o t  In c lu d e  d iv id e n d s  cm i t s  own 
trea su ry  s to ck  i n  i t s  earn ings s ta te m e n t ,  o r  s to c k  d i v i ­
dends o f  s u b s id ia r ie s  a t  m arket v a lu e .
In flu en ce  o f  American I n s t i t u t e  o f  A ccountants,
The American I n s t i t u t e  o f  A ccountants i s  th e  n a t i o n a l  
o rg a n isa tio n  o f  p u b lic  accounta n t s . *0 The c o n t r ib u t io n  
o f  th e  I n s t i t u t e  through i t s  members and com m ittees in  
th e  development o f  g e n er a lly  accepted  ac co u n tin g  p ro c e d u re s ,  
s a t is fa c to r y  statem ent form s, and adequate d i s c lo s u r e  in  
f in a n c ia l  rep o r ts  i s  beyond e s t im a te .  The two pam phle ts , 
(U n ifora  A ccounting, 1917; V e r if ic a t io n  o f  F in a n cia l 
S tatem en ts, X9Z9\ is su e d  by the Federal D eserve Board
IS
fo n u d  in  &?QK«0 &§fcfca»ts
l a  1916, l a  1917 the I n s t i tu t e  absorbed th e  American 
S o c ie ty  o f  C e r t if ie d  P ub lic  A ccountants.
2 5
were prepared and r e v ise d  fey com m ittees o f  t h e  I n s t i t u t e ,  
t h i s  m a t e r i a l  was r e v i s e d  and e n la rg ed  i n  1 9 3 6  and i s s u e d  
fey t ile  I n s t i t u t e  under the t i t l e  o f  Exam ination o£
I U h b w u  f t w a w M l a  so. flaftaronflMft g a f tu a  *ommt&n.%e,.
fh e  fealanee sh e e t  and p r o f i t  and lo s e  statem ent forma a r e  
g iv en  on th e  n ext th ree  p a g es.
I t  i s  rep orted  I n  th e  p refaoe o f  t h e  b u l l e t i n ,  f o r  
th e  f i r s t  tim e i n  1936, t h a t  i t s  s u g g e s t io n s  a r e  in te n d e d  to  
ap p ly  to  f ln a m e ia l s ta te m e n ts  p re p a re d  f o r  c r e d i t  pu rp o ses
2£. SS& is s m k  Sm tSA A  12. atooicholderB. ( I t a l i c s  a i a e ) .
th e  worfc o f  the I n s t i t u t e  i n  t h e  i s s u a n c e  and r e ­
v is io n  o f  th e se  sta tem en ts and o th e r  p u b l i c a t io n s  has  a id e d  
in  narrowing th e  areas o f  in c o n s is te n c y  in  th e  a p p l i c a t i o n  
o f  accoun ting  procedures and in  p u b l is h e d  s t a t e m e n t s .  I n -  
c o n s is te n c y , however, s t i l l  rem ains a s  one o f  th e  p rim ary  
problems o f  t h e  p r o fe ss io n  and an  im p o r ta n t  d e f ic ie n c y  i n  
accountancy a s a t o o l .  O ften  th e  s o - c a l l e d  in c o n s i s t e n c i e s  
a r e  more apparent than r e a l  s in c e  a c c o u n tin g  i s  n o t  a n  
exact s c ie n c e .  A ccounting  i s  an a r t*  F in a n c ia l  s ta te m e n ts  
in e v ita b ly  a r e , in  p a r t ,  based on e s t im a te  and opin ion*  
though "uniform a c c o u n t in g ” i s  h a rd ly  p o s s i b l e  and c e r t a i n ­
l y  not d e s ir a b le ,  t h e r e  i s  much i n c o n t r o v e r t i b l e  ev idence  
th a t accountants a r e  not p u t t i n g  f o r t h  d e te rm in a te  e f f o r t s  
to  l im i t  d if fe r e n c e s  i n  p ro c e d u re ,  s ta te m e n t  p r e s e n t a t i o n ,  
and degree o f  d i s c l o s u r e  to  a minimum* Much o f  th e  p re ­
s e n t a t i o n  which fo llo w s b ea rs  cm t h i s  s i t u a t i o n *
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poim  o f  MUMm sm:m 
Aaseta
Currant A sseta :
Cash in  bastes «M  on b a n d .* .  . . . . ............... . . . . . ...........
M arketable s e c u r i t ie s  ( s t a t e  b a s is ) ............ . ........................... .
H otes ami acco u n ts r e c e iv a b le :
Customers:
Accounts r e c e iv a b le .
H ates r e c e iv a b le . . . . . . ..............................
O thers** . * . . ..............
l e w * *
B sserve fo r  d oub tfu l n o te s  and a c c o u n ts . .
B sserve fo r  d isc o u n ts , f r e ig h t ,  a llo w a n ces, e tc * .  
In v en to r ie s :  ( s t a t e  b a s is )
Saw m a te r ia ls  and s u p p l i e s .  ..........  . .............
Work in  p r o c e s s .   ............ ............. ...................... ..
F in ish ed  g o o d s . .............. .............................. ..
O tter current a s s e t s :
Indebtedness o f  s to ck h o ld e rs , d ir e c to r s ,  o f f i c e r s
and em ployees ( c u r r e n t ) . . . . . . . . . . ..............
Indebtedness o f  a f f i l i a t e d  companies ( c u r r e nt ) . . . . . .
Other item s (d e s c r ib e ) .............. . . .................    . . .
. T o ta l current a s s e t s . ..............  *............. ..
Investm ents: ( s t a t e  b a s is )
S e c u r i t ie s  of a f f i l i a t e d  com panies....................................... ..
Indebtedness o f  a f f i l i a t e d  companies—not c u r r e n t . ..........
Other ( s t a t e  im portant item s s e p a r a te ly ) . . . ............
P roperty , P lant and Equipment: ( s t a t e  b a s is )
Land used fo r  p la n t .  .............. .......................... ..
B u ild in g s used fo r  p la n t  .......................................
Machinery and equipm ent .
P a ttern s  and d ra w in g s. ............ ..
O ff ic e  fu r n itu r e  and f ix t u r e s   ..............
Other item s (d e s c r ib e )  .......................
T o ta l  p r o p e r ty ,  p lan t and equipm ent.* .............. ..
Leas—
lis ser v e s  fo r  d e p r e c ia tio n , d e p le t io n , a m o rtiza tio n , 
e t c . . . . . . ............ ..................................... ....................
In ta n g ib le  A sse ts  (d escr ib e )
D eferred Charges:
Prepaid exp en ses, in t e r e s t ,  in su ran ce, ta x e s , e tc
Bond d is c o u n t . ............................................................. ..
Other d eferred  charges (d escr ib e  im portant item s) 
Other A sse ts :  (d e scr ib e )
T ota l
to m  OF BAIAHCS 3HSCT (o cm t.)  
l i a b i l i t i e s
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CN^raat L i a b i l i t i e s :
S a te s  payable:
Basks  ........... . . . ........................ ............. ..
Brokers (commercial p a p e r ) .  ............ .............. ..
Merchandise c r e d ito r s  ( in c lu d in g  r o te s  g iven  for
m achinery. e q u i p m e n t a t e . , p u rch a sed ).*  . . .
A cceptances {for  merchandise and raw a r te r ia l
purchased). .   ............ ....................................... . ........... • .  •
S to ck h o ld ers , d ir e c to r s ,  o f f l e e r s  and em ployees*. . . .
A ccounts payable and scorned e x p e n s e s . . . . . . . . . I . . . . . . . .
Adacnees from sto c k h o ld e rs , d ir e c to r s ,  o f f i c e r s  and
em p lo y ees. ................ ............... ........... ..
Accrued I n t e r e s t .   ..............................
P rov ision  fo r  fe d e r a l and s t a t e  t a x e s .  ............
Other current l i a b i l i t i e s  (d escr ib e
BOTE: Where a s s e t s  have been p ledged  a g e ie e t  any
o f  th e  fo reg o in g  l i a b i l i t i e s ,  t ha t  fa c t  and 
th e  nature and amount o f  the a s s e t s  pledged  
should be s ta te d .
T otal current l i a b i l i t i e s .  ............
Funded Debt: (d e scr ib e )
Bended de bt . . . . . . ...................................................................................
M ortgages. ............ ............. .......................... ..
Other funded indebtedness ( de s c r i be } . .
T ota l funded d eb t . . . . .
R eserves: (d e scr ib e  by major c l a s s e s ) ................ ..
C ap ita l S tock: ( d e s c r ib e )
P r e f e r r e d  s t o c k .  ..... ............ .......................................................... ........
Common s t o c k .  .......................................
S u rp lu s :
C a p i ta l  o r  p a i d - i n . .............. ......................................................
A r is in g  from r e v a lu a t io n  ( s e e  P ar . 3 under ^ S u rp lu s * )• •  
darned  (o r  d e f i c i t } •  ............ ................................. «.
(A summary o f  s u r p lu s  acco u n ts  f o r  th e  p e r io d  
sh o u ld  be shown e i t h e r  i n  th e  b a lan ce  s h e e t  
o r  i n  a s e p a r a te  s ta te m e n t)
T o t a l  ...........................................
( a )  C o n tin g en t l i a b i l i t i e s  no t covered by r e s e rv e s  should  
be g iv e n  due c o n s id e r a t io n .
(b) I f  th e r e  be a r r e a r s  in  e m u l a t i v e  d iv id e n d s  s t a t e  th e  
amount or  t h e  x a te  p e r  s h a r e .
(e )  Any d e f a u l t  In  th e  p r i n c i p a l f i n t e r e s t  o r  s in k in g  fund 
p r o v i s io n s  o f  funded d eb t should  be s t a t e d  and th e  
r e l a t i v e  amounts in v o lv e d .
worn o f  m o w m  a w  lqqb sTAmmNT
O r o a s  s a l e s  .............. ..
hm»& outw ard f r e i g h t  , a l lo w an ces  and r e t u r n s  « • • • • * • » • * * • • •  
Net s a l e s
Oost o f  s a l e s « • * • « • * . « • • . # « • • • » • « * • * • • • • * * # * * * • • • * * • • * * * • *
S ro es  p r o f i t  on s a l e s *  ................ ............................... ..
S e l l i n g ,  g e n e ra l  and a d m in i s t r a t i v e  e x p e n se s •» * •* •* •* .* •« .
Net p r o f i t  b e fo re  o th e r  income and c h a rg e s  • * , • • • »
O ther incomei
Income from in v e s tm e n ts . * • » • • • • • • • • ...........****«*****»«#*•
I n t e r e s t  on n o te s  r e c e i v a b l e ,  e t c * * .* ***«**•»•**•***«»« 
O ther n o n -o p e ra t in g  o r  e x t r a o rd in a ry  income 
( s e p a r a t e l y  shown)
O ther c h a rg e s :
I n t e r e s t  on funded d e b t  (and a m o r t i z a t io n  o f  bond
d isco u n t ) « • • * • » . . * • • * • • • « ............
I n t e r e s t  on n o te s  payable*
O ther n o n -o p e ra t in g  o r  e x t r a o rd in a ry  charges  
( s e p a r a t e l y  shown)
P ro v is io n s  f o r  income t a x e s  ..........
T o ta l  d e d u c t io n s * *...........* » » • » * .* « « .» • ............. ..
Het p r o f i t  ( l o s s )  f o r  p e r io d  c a r r i e d  t o  s u r p lu s *  ............
NGTSs I t  i s  d e s i r a b l e  to  i n d i c a t e  th e  amount o f  p r o v i s io n  
f o r  d e p r e c i a t i o n ,  d e p le t io n ,  e t c . ,  f o r  t h e  p e r io d .
The I n s t i t u t e  has done im p o r ta n t  work i n  e s t a b l i s h ­
in g  r u l e s  o f  p r o f e s s io n a l  conduct des igned  to  in s u r e  th e  
in d ep en d en t p o s i t i o n  o f  th e  p u b l ic  accoun tan t*  As shou ld  
be e x p e c te d , t h e r e  have been v i o l a t i o n s  o f  t r u s t  b u t n o t 
t o  an unexpected  d eg ree  The p r o f e s s io n ,  l i k e  a l l  
o th e r s ,  i s  p lagued  by oom placency. There i s  a tendency  
to  o v e r lo o k  a l t e r e d  c o n d i t io n s  whion su g g e s t  a need fo r  
a  new o r  a l t e r e d  ac c o u n t in g  a p p l i c a t i o n .
More r e c e n t  c o n t r ib u t io n s  o f  th e  I n s t i t u t e  i n  th e
Examples o f  v i o l a t i o n s  may be found i n  v a r io u s  
r e l e a s e s  o f  th e  S e c u r i t i e s  and Exchange Commission*
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developm ent o f  aee® uatlag s ta n d a r d s  t e v i  come th ro u g h  I t s  
com m ittees on a c c o u n t in g  p ro ced u re  and a u d i t i n g  procedure*
The Committee on Aeeeen t i n g  P rocedure  has  i s s u e d  fc M rty - th re e  
r e s e a r c h  b u l l e t i n s  s in c e  1933* fh s  Committee on A u d itin g  
P ro c e d u re ,  formed in  1939, has i s s u e d  tw e n ty - th re e  b u l l e t i n s .  
Other com m ittees o f  t h e  I n s t i t u t e  h a re  worked a s  e f f e c t i v e l y  
o v e r  a Ions period of  y e a r s .  A n o ta b le  example i s  th e  
s p e c ia l  committee on c o o p e ra t io n  w ith  th e  S e c u r i t i e s  and 
Izchange Commission.
though th e  I n s t i t u t e  and I t s  membera have g r e a t  
p r e s t ig e  w ith  businessm en, government o f f i c i a l s ,  and th e  
gen era l p u b lic  t h e r e  rem ains much to  be done in  making 
accoun ting  th e  k in d  o f  to o l  which w i l l  b e s t  s e r v i c e  th e  
se ed s  o f  s o c i e t y  In  our t im e . The burden o f  l e a d e r s h ip  
r e s t s  w ith  th e  I n s t i t u t e  and i t s  member ch ip .
C ontrlbut io n  o f  th e  S e c u r i t i e s  and Exchange Gobk 
m iss io n . The S e c u r it ie s  Act o f  1933 end t h e  S e c u r i t i e s  
Exchange Act o f  1934 ware passed  f o r  th e  purpose o f  p ro -  
ta c t in g  I n v e s t o r s .  P r o te c t i o n  o f  I n v e s to r s  h in g e s  
p rim arily  os th e  a p p lic a t io n  o f  sound a c c o u n tin g  t e c h ­
niques and adequa te  d i s c lo s u r e  i n  p u b lish ed  r e p o r t s .  In  
t h i s  con n ection , Commissioner Jerome P . F fan k , chairm an o f  
th e  S e c u r i t ie s  and Exchange Commission, made th e  fo l lo w in g  
statem ent In  h is  f i r s t  p r e s s  co n fe ren ce  a f t e r  h i s  e l e c t io n s
"One of  th e  most im p o r tan t function®  o f  t h i s  
C o m iss io n  i s  to  m aintain and improve t h e  s ta n d a rd s
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o f  accounting p r a c t ic e s .  Recent ev en ts  make I t  
c le a r  th a t we fa ce  a p ress in g  problem in  t h i s  f i e l d .  
A ccounting I s  th e  language in  which th e  corporation  
t a lk s  to  i t s  e x is t in g  stock h o ld ers and to  pros­
p e c t iv e  in v esto rs*  We want to  be sure that the  
p u b lic  never has reason to  lo s e  f a i t h  in  th e  
rep o r ts  o f  p u b lic  accou n tan ts.
*Te t h i s  end th e independence o f  th e  p ub lic  
accountant must be preserved  and strengthened  
and standards o f  thoroughness and accuracy pro­
t e c t e d .  I  understand th a t  c e r ta in  groups in  th e  
p r o fe ss io n  are moving ahead in  good s t r id e .  They 
w i l l  g e t  a l l  th e  help  we can g iv e  them so lon g  as  
they c o n sc ie n tio u s ly  attem pt to  c lean  house. But 
i f  we fin d  th a t  they are u n w illin g  or unable be­
cause o f  th e  in flu e n c e  o f  t h e ir  c l i e n t s  to  do the  
Job thorough ly , we wonft  h e s i ta t e  to  s te p  in ,  to  
th e  f u l l  ex ten t o f  our s ta tu to r y  powers."*2
The S e c u r it ie s  and Exchange Commission re q u ir es
th a t  co rp o ra tio n s, save fo r  c e r ta in  e x c e p t i o n s , *3 which
prepeee to  is s u e  s e c u r i t ie s  to  th e  p u b lic  in  e x c e ss  o f
#11)0,000 to  f i l e  c e r t i f i e d  f in a n c ia l  statem ents w ith  i t .
The s e c u r i t ie s  o f  many corp oration s are not a f f e c t e d .
The Commission has a u th o r ity  to  p ro h ib it  the s a le  o f
s e c u r i t ie s  u n le s s  th e  f in a n c ia l statem ents f i l e d  are
*2 B. Bernard G reld in ger, Accounting Requirements 
o f  th e  S e c u r it ie s  and Exchange Commission. Ronald P ress ' 1
. p T v : ----------------------
*3 Corporation is s u e s  f a l l  in to  th© fo llo w in g  c a te ­
g o r ie s :  (1 ) S e c u r it ie s  so ld  in tr a s ta te ;  (2) th ose issu ed
by governm ents, p o l i t i c a l  su b d iv is io n s , or p ub lic  a g en c ies;
(3) s e c u r i t ie s  a lread y  reg u la ted , in c lu d in g  th o se  o f com­
mon or co n tra ct c a r r ie r s , s t a t e  and n a tio n a l banks;
(4 ) th ose  under court ju r is d ic t io n ;  (5) th ose  issu ed  by 
n o n -p r o fit  and co o p era tiv e  in s t i t u t io n s ;  (6) th ose  of 
m isce lla n eo u s n atu re.
n
prepared accord in g  to  "yeeega■**•* and g e n e ra l ly  a c c e p te d  
accounting p rin cip les,**  The Commission r e q u i r e s  t h a t  s t a t e -  
meat a be emended er  co rrec ted  when t h e i r  a c c o u n ta n ts  
determ ine th a t  th e  p resen ta tio n  or a c c o u n t in g  t r e a tm e n t  
l a  not l e  l i n e  w ith  "recognised  and g e n e r a l ly  ac c e p te d  
accou n tin g  p r in c ip le s ,"  Under t h i s  a u t h o r i t y  t h e  Com- 
l e s i o n  has is su e d  numerous accounting r e l e a s e s  which 
s e t  fo r th  th e  G o m e ls e io ’s  i n t e r p r e t a t i o n  o f  p a r t i c u l a r  
ace© an tin g  proeedures or p r a c t i c e s .  Many c e r t i f i e d  
f in a n c ia l  sta tem en ts hare teen  returned by th e  Com m ission 's 
accoun tants fo r  c o r r e c t io n . Through t h i s  means th e  Com­
m ission  has te e n  a powerful in f lu e n c e  in  d e f i n i n g  accoun t­
in g  proeedures, p r a c t ic e s , and r e p o r t  form s.
I t  happens th a t annual re p o r ts  t o  sto ck h o ld ers  
were n ot su b jec ted  to the requirem ents o f  th e  Commission, 
C onsequently, management in s  remained f r e e  to  prepare 
annual r e p o r ts  to  s to ck h o ld ers  accord in g  t o  i t s  own wMms*
Zt i s  probable, however, t h a t  th e  ra th er  d e t a i l e d  s t a t e ­
ments mi em itted  to  th e  Commission have had a f a v o r a b le  
in f lu e n c e  on th e  n a tu re , scope , and c o n te n t  o f  c o rp o ra t io n  
r e p o r ts , **-
** For a d e ta ile d  a n a ly s is  o f a c c o u n tin g  r e q u i r e ­
ments o f  the S e c u r it ie s  and Srchange C om alssIon, see  - 
G reld in ger , I b id ,
n
E ffe c t  o f  lev ea u e  A ots. The p assag e  by Congress 
o f  t h e  C o rp o ra t io n  E xc ise  Tax o f  1909 {a c t u a l l y ,  an income 
ta x  m  c o r p o r a t io n s } ,  th e  Revenue Act o f  1913 {g en era l 
I s e o s t  t a x ) ,  and t h e  Revenue A cts  o f  1917 and 191# fincome 
ta x  r a te a  h igh and an e x c e ss  p r o f i t s  ta x )  com pelled b u s i ­
n e ss  concerns t o  t u r n  more th a n  e v e r  before  t o  a c c o u n ta n ts  
f o r  a s s is ta n c e  and guidance* The passage  o f  th e s e  and 
l a t e r  revenue a c t s  made annua l income d e te rm in a t io n  a 
n ecessary  and v i t a l  p ro c e s s  t o  t h e  ta x p a y in g  e n t e r p r i s e ,  
th e  government, and t h e  g e n e ra l  p u b l i c .  They se rv e d  to  
em phasise th e  im portance  o f  c o n s is te n c y  and adequacy in  
accoun ting  p ro c e d u re s  and a d e q u a te  M m lm m # *  f t m  t h e  
s ta n d p o in t  o f  an n u a l r e p o r t s  to  etas& feotderx, sempl.!.*•&«* 
w i th  th e  a c t s  meant t h a t  management had in  i t s  p o s se s s io n  
t h e  type  o f  f i n a n c i a l  in fo rm st!  on i n  which s to c k h o ld e r s  
s e r e  i n t e r e s t e d  and because o f  th e  e f f e c t  o f  t h e  ta x e s  
on c o rp o ra te  p r o f i t s  th e  s to c k h o ld e r s  were more i n t e r e s t e d  
in  hav ing  a f i n a n c i a l  a c c o u n t in g .
E ffe c t  o f  tfatural D e s i re  f o r  S ecrecy . For f e a r  o f  
r e p r is a ls ,  f a i r  or u n f a i r ,  most in d iv i d u a l s  a r c  s e c r e t i v e  
about th e ir  personal and b u s in e s s  a f f a i r s .  Each in d iv id u a l  
i s  d eep ly  in te r e s te d  in  s e l f - p r e s e r v a t io n  and s e l f - e l e v a t i o n .  
Most in d iv id u a ls  b e lie v e  th a t th e s e  ends  can be b e s t  ach ieved  
according to  th e ir  d e s i r e s  by keep ing  many p e rso n a l  nd 
b u sin ess  r e la t io n s h ip s  on a s e c r e t i v e  b a s i s .  One in d iv id u a l
3 3
f e a r s  to  t o l l  a l l  fee knows to  oven h i a fr ie n d s  fo r  fea r  
th a t  th e in form ation  d ivu lged  w i l l  he used to  M s d t s -  
advantage* E xactly  th e  same co n d itio n  surrounds the  
fu n c tio n in g  o f  a b u sin ess  e n te r p r ise — s in g le  proprietor-* 
s h ip , p a rtn ersh ip , corp o ra tio n , or  government agency.
C orporations la v e  never teen  and are not now 
an xious to  p ub lish  oom plete rep o rts  of b u sin ess  a f f a i r s .  
The f e t i s h  o f  seoreoy has been a major d eterren ce to  
adequate annual reports*  The gap between adequate and 
inadequate f in a n c ia l  rep o rtin g  i s  q u ite  ev id en t when 
one compares*
1* annual report d i s o lo s  ore w ith  th e  accoun t­
in g  requirem ent a o f the S e c u r it ie s  and 
Exchange Commission, or
2* the b e tte r  annual rep o r ts  with th e  great  
volume o f  other annual r e p o r ts , or
3* the current annual report d isc lo su r e  w ith  
the f in a n c ia l  data which should be a v a ila b le  
as a b a s is  fo r  in t e l l i g e n t  sto ck h o ld er , 
em ployee, and p u b lic  o p in io n .
The In flu en ce  o f  Buslneaa-C yole R everb eration s. 
The movements o f th e  b u s in e ss  c y c le  are u n p red ic tab le . 
B e a s th e le s s , I t s  movements are o fte n  d isa s tr o u s  to  many 
b u sin ess  en terp r ise s*  The movements tend to  cause  or 
encourage businessmen to  be o p t im is t ic  or p e s s im is t ic  
and s in c e  accounting I s  a t o o l ,  th e  way in  which th e  t o o l  
i s  ap p lied  depends in  part on th e  b u s in e ssm a n 's  in te r-*  
probation  o f  curren t and probable fu ture economic e v e n ts .  
The economic u n c e r ta in tie s  of th e  f u t u r e  aid th e  very
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n atu re o f th e  economic and s c  counting p ro cesses  n e c e s s i­
t a t e  th e  use # f  e s t im a te s  and th e  exerci sc  o f  f a l l i b l e  
judgment la  the prep aration  and p resen ta tion  o f f in a n c ia l  
M p e r lit  T h is in e v ita b le  circum stance causes h esita n cy  
on th e  p a rt o f  m anagerat In  a ttem p ting  to make f u l l  
f in a n c ia l  d is c lo s u r e  to  sto ck h o ld e rs , em ployees, and the  
g en era l pub lic*
|a r tu * B ,*  sL  SiM X  A— ftg lm  a nd O im nlgcd Groups* 
Though i t  i s  not p o ss ib le  t o  id e n t i fy  t i l l  agen cies, or 
organ ised  groups which hare con trib u ted  to b e tte r  annual 
r e p o r tin g , a t  l e a s t  b r ie f  mention should be made o f the  
work o f  th e  Cost r o l l e r s  I n s t i t u t e  o f \ir sr le a , th e  American 
Management A sso c ia t io n , the Aieerloan A ccounting A sso c ia tio n , 
The f in a n c ia l  World* f in a n c ia l  p u b lic a tio n s  in  g e n e r a l, 
and variou s trade journals*
The C o n tro ller s  I n s t i t u t e  o f  America r e c e n t ly  
is su e d  a h igh ly  s ig n if ic a n t  study through th e  C o n tro ller -  
sh ip  foundation  on th e p u b lic ’s  acceptance o f  th e  f a c t s  
sad f ig u r e s  o f b u sin ess  accounting* The I n s t i t u t e  now 
has a second p ro jec t underway, and o th ers are contemplated* 
The American Management A sso c ia tio n  issu ed  a 
one-hundred page report in  1946 p erta in in g  to the prepara­
t io n  o f  corporate annual r e p o r ts . A number o f item s In 
i t s  se v e r a l p u b lic a tio n  s e r ie s ,  p a r t ic u la r ly  the f in a n c ia l  
manages* n t s e r ie s ,  have d e a lt  w ith  annual reporting 
problems and techniques*
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T N  American A ccounting  A sso c ia tio n ,,  «iiioh began 
s s  American A sso c ia tio n  o f U n iv e r s i ty  I n s t r u c t o r s  in  
A ccounting, has asm  e s p e c ia l ly  a c t i v e  I n  th e  development 
o f  accou n tin g  standards and more uniform  a p p l i c a t i o n s  of 
accoun ting  p r i n c i p l e s  th ro u g h  i t s  p u b l i c a t io n s  and  s p e c i a l  
com m ittees.
The F in a n c ia l World has charted  a ouch needed  
I n f  in ca se  in  the movement for b e t te r  corporate rep ortin g  
through i t s  annual surrey o f  reports* I t s  seventh  annual 
survey was based on 1946 annual r e p o r ts , th e  r e p o r ts  
are  rated  bya board o f  f iv e  ou tstan d in g  s p e c ia l i s t s  as  
"modern, ” "improved," or "unchanged* and the f i r s t - ,  
seco n d -, and th ir d -b e s t  rep o r ts  are sa le c te d  In 6G-odd 
e l a s s l f l c a t i o n s .
In rece n t years th ere  has been in c r e a s in g  coverage  
o f  corporate rep o rtin g  in  f in a n c ia l p u b l i c a t io n s  such 
a s Maga&lBC o f  Wall S t r e e t , Barron*s. Commercial and 
y ia a n e ia l C h ro n ic le , T ru sts  A K gtates; In trad e publ f ca-  
11088 each a s  S a le s  Management, P r i n t e r s  I n k , and many 
o th e r s .
Annual B ep o rt  P r a c t i c e s  31ace About 1930
The 1946 annual r e p o r t s  utb a d i s t i n c t  c o n t r a s t  
t o  th ose  Issued  a decade or mo;e ago. There have been 
marked changes In  the fo rm , c o n te n t ,  p u rp o ses ,  scope, and
%
d is t r ib u t io n  o f  th e  r e p o r t s .  Whereas o r i g i n a l l y  the  
r e p o r ts  e o n s is to d  p rim arily  o f  f in a n c ia l  s ta te m e n ts  and a 
f w  fe r le f  n o te s  end comments th e  1946 r e p o r t s  o f  most o f  
th e  la r g e r  co rp o ra tio n s conta in  in  a d d itio n  to  what i s  
fe e sd  in  the e a r l ie r  rep o r ts  a  l a rg e  volume o f  p i c t o r i a l ,  
g rap h ic , and n a rra tiv e  m ateria l d ea lin g  w ith  a wide ran g e  
e f  s o b j e c t s :  re sea rch , p e rso n n e l  r e l a t i o n s ,  governm ental
r e l a t i o n a l paA new and o ld  produeta , p l a n t  f a  e l l i t i e s ,  
and many others*
l a  a d d i t i o n  t o  t h e  e n la rg e d  scope o f  th e  r e p o r t s ,  
t h e r e  has  been an  in o x c a s in g  tendency  fo r  t h e  r e p o r t  to 
he s p e c i f i c a l ly  d i r e c t e d  to  a l a r g e r  " p u b l ic "  and f o r  
th e r e p o r t  to  be d i s t r i b u t e d  among a d d i t i o n a l  g ro u p s .  A 
decade ago i t  was customary f o r  t h e  r e p o r t  to  be d i s t r i ­
buted on ly  t o  s to c k h o ld e r s ,  b ro k e r s ,  f i n a n c i a l  p u b l ic a ­
t i o n s  and e d i t o r s ,  in v e s tm en t s e r v i c e s ,  and a few b an k e rs .  
In  c o s t  r e s t ,  th e  1946 r e p o r t  w ent a l s o  to  a l a r g e  segment 
o f  t h e  emplo>ees and in  many c a s e s  a s e p a r a te  r e p o r t  was 
p re p a re d  f o r  em ployees. Many r e p o r t s  a l s o  w ent t o  d e a l e r s ,  
d i s t r i b u t o r s ,  sa d  a g e n t s ;  cu s tom ers ; c i v i c  l e a d e r s  in  
c i t i e s  and  tow ns where p l a n t s  and  branches a r e  lo c a te d ;  
c o lle g e  and u n iv e r s i ty  l i b r a r i e s ;  and anyone "on r e q u e s t " .  
I n  a d d i t io n  t o  d i s t r i b u t i o n  to  th e s e  g ro u p s ,  i t  was th e  
p o lic y  o f  a few companies a l s o  t o  send th e  r e p o r t  to
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s u p p lie r s  o f  raw m a te r ia ls , c r e d i t  a g e n c ie s ,  p u b l ic  ■ 
l i b r a r i e s ,  governm ental o f f i c i a l s  and a g e n c ie s , l a b o r  
o r g a n isa t io n s  , and com petitors*
Art toss come i n t o  i t s  owe in  what has  coma to  be 
termed a "modern" report* P u b lic  r e l a t i o n s  and a d v e r t i s i n g  
d ir e c to r s  her© f i l l e d  t h e  1946 r e p o r t s  w i th  c o lo r  and 
p ic tu r e s  to  th e  p o in t o f  o v e rf lo w in g . Not a few o f  the 
report® a r e  a r t i s t i c  and ty p o g ra p h ic a l  m a rv e ls .
There a p p e a rs  t o  have been a t r e n d —though n o t  a 
decided  one— toward mors com plete  coverage o f  p e r t i n e n t  
f i n a n c i a l  f a c t s  o f  i n t e r e s t  to th e  v a r io u s  " p u b l io e " .  
Attem pts t o  s im p lify  t h e  r e p o r t  c o n te n t  have been even 
more n o tieea h r# *
Some i n d i c a t i o n  o f  t h e  p ro g re s s  be ing  trade in  
annual r e p o r t i n g  i s  found in  F in a n c ia l  WorId  * a se v en th  
annua l su rvey  r e p o r t  ( based on 1946 r e p o r t s ) .  Over t h e  
s e v e n -y e a r  p e r io d ,  th e  "saodern" r e p o r t s  in c re a s e d  from 
6 p e r  ce n t  t o  43 p e r  c e n t ,  tba "improved" r e p o r t s  in c re a s e d  
from 16 per c e n t  t o  >0 p e r  c e n t ,  and th e  "unchanged" 
r e p o r t s  d ec re a se d  from 76 per  c e n t  to  2? p e r  c e n t .  These 
p e rc e n ta g e s  i n d i c a t e  bo th  improvement in  r e c e n t  y e a rs  
and th e  need f o r  f u r t h e r  improvement. Of c o u rse ,  i t  
should  b e  remembered t h a t  F in a n c ia l  T o .Id  in c lu d e d ,  In  
l i n e  w i th  an e s t a b l i s h e d  fo rm ula , in  I t s  1947 su rvey  
on ly  ab o u t  h a l f  o f  th e  annua l repo rt©  r e c e iv e d .  These
r e p o r t s  which were s e t  in c lu d e d  were d e f i n i t e l y  o f  th e  
"unimproved* type* And t h a t  ex ceed in g ly  l a r g e  number of 
c o r p o r a t to a  r e p o r t s  w hich were no t su b m itte d  f o r  corteide* 
r a t i o n  no doub t f a l l  In  th e  same ca tegory*
A c tu a l ly » a  c u r s o r y ' exam ination  o f  even a  few 
r e p o r t s  r e v e a l s  in a d e q u a c ie s  such a s  a la c k  o f  p e r t i n e n t  
d a t a  f o r  im p o r ta n t  s to c k h o ld e r  a n a ly s e s ,  a n ,e x c e s s  o f  
p i c t o r i a l  m a t e r i a l ,  r e l a t i v e l y  l i t t l e  i n t e r p r e t a t i v e  m ate­
r i a l ,  and c o n fu s in g  an d  m is le a d in g  te rm ino logy  in  th e  
f i n a n c i a l  s ta te m e n ts *  Q u es t io n a b le  p r e s e n t a t i o n s  have le d  
and s t i l l  le a d  to  many c r i t i c i s m s *  The fo llo w in g  e x c e r p ts  
from a c c o u n t in g ,  f i n a n c i a l ,  and g e n e ra l  p u b l i c a t i o n s  a r e  
sam ples:
"Some companies nave m erely  p r e t t i e d  up t h e i r  
o ld  u su a l  form* —1o u rn a l  o f  A ccountancy*
" P atien ce , a d e g re e  in  a c c o u n t in g ,  and a c y n ic a l  
n a tu r e  a r e  needed t o  pry th e  t r u t h  o u t o f  
an n u a l c o rp o ra te  r e p o r t s * —Mew R e p u b l ic *
"K ernings s ta te m e n ts  t r a p s  f o r  i n v e s t o r s " — 
C h r i s t i a n  Solenoe M o n ito r .
"S top  ly in g  to  I n v e s to r s * —C o l l i e r f a *
"Ridden p r o f i t s  and  lo s s e s  in  c o rp o ra te  r e p o r t s " — 
Magazine o f  Wall s t r e e t *
"Our outdated accounting"--H arvard B ud n ess Review*
" A lice in  f in a n c ia l  wonderland" —Magasine o f Wall 
S tr e e t *
" U seless earn ings r e p o r tsw— Barrongs *
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*1 van good c o r p o r a te  r e p o r t s  le&v© many s to c k ­
h o ld e r  q u e s t i  ons una nsw©r ea M ~-B arron  * & •
"Corporate rep o r ts  lnadeqii8tew»~f£U £t£ ft l lM M l*
"But d e s p i t e  th e  e f f o r t s  t o  Improve annua l r e p o r t s ,  
th e y  e t i l l  seem t o  he  in  th e  s ta g e  where i t  
i s  s im p le r  to  p o in t  o u t th e  r e l a t i v e l y  few 
w hieh c e n t a l s  d e s i r a b l e  in fo rm a tio n  th a n  i t  
i s  t o  t r y  to  l i s t  those which m iss th e  
aa rfc»—Barren ya «
* . * . In r e c e n t  y e a rs  th e  q u a l i ty  o f  many annua l 
r e p o r t s  has  g r e a t l y  im proved. But when I  
lo o k  a t  o t h e r s —and th e y  s t i l l  c o n s t i t u t e  
a g r e a t  m a j o r i t y - - !  wonder w here , when manage­
ment s i t s  down to  open i t s  y e a r ly  acco u n t 
o f  stew ard sh ip . I t  p a rk s  i t s  s o c i a l  c o n s c io u s ­
n e s s , I t s  im a g in a t io n ,  and i t s  salesm an- 
sh l a*— Dun *8 Be view .
By way o f  summaryt i t  ought t o  be s a id  t h a t  a l l  who 
are p a r t ic ip a t in g  in  t h e  p r e p a r a t io n  o f  t h e  r e p o r t s  r e c o g ­
n is e  t h a t  th e  r e p o r t  i s  no t s e rv in g  a s  a p e r f e c t  communi­
c a t io n s  medium* T hat much improvement i s  p o s s ib le  i s  a  
c e r t a i n t y ;  however, u n f o r tu n a te l y ,  t h e  s p e c i f i c  changes 
which would g r e a t l y  enhance i t s  v a lu e  canno t be e a s i l y  
determined* Zt i s  b e lie v e d , however, t h a t  th e  a n a ly s e s  
in  th e  fo llo w in g  c h a p te r s  c l e a r l y  d e f in e  c e r t a i n  g u id e  
p o s ts  which w i l l  be h e lp fu l .
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a .  The so u re e  p ro v id e s  s u b s t a n t i a l  background 
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CHAPTER 2
THE CURRENT IMPOBTAECE OF GOfiPOtiATIuH m m h l  REPORTS
The corp ora tion  annual report has been assuming 
c o n sta n tly  g r e a te r  s ig n if ic a n c e  because o f  the ra p id ly  
in c r e a s in g  im portance o f  corp oration s in  th e  s o c i a l ,  
econom ic, and p o l i t i c a l  l i f e  o f  Hie in d iv id u a l and the  
n a tio n . The annual rep ort la  the primary f in a n c ia l  com*
* munieat le n s  l in k  between th e  la r g e  corporation  and a l l  o f  
th ose  in d iv id u a ls  and groups who have an in t e r e s t  in  th e  
corporation  and i t s  a c t iv i t i e s *  But what in d iv id u a ls  
or groups have a le g it im a te  in te r e s t  In corporation  
p o l i c i e s  and p ra c tice s?  The answer i s  sim ple* Everyone 
has an im portant in t e r e s t  in  co rp o ra tio n s beeause th e  tim e  
has come when the economic w elfare  o f  everyone—no 
ex c ep tio n s—depends d ir e c t ly ,  and in  a la rg e  d egree , on 
th e  a c t i v i t i e s  o f  la rg e  corporations*
The dependency o f  our s o c ie ty  on the corporation  
i s  su ggested  by th e  fo llo w in g  s t a t i s t i c s *
la  m ining and quarrying, corp ora tion s  
account fo r  approxim ately 96 per cent of th e  
co n tr ib u tio n  o f  t h is  in du stry  to  n a tio n a l In -  
corns; in  m anufacturing, 92 per cen t; in tra n s­
p o r ta tio n  and other p u b lic  u t i l i t i e s ,  86 per 
cen t; in  tr a d e , 63 per cen t; In fin an ce
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{banking , in s u ra n c e ,  r e a l  e s t a t e ,  e t c . )  56 p a r  s e n t  
i s  s e r v i c e  ( p r o f e s s io n s ,  am usa^en ts , h o t e l s ,  e t c * }, 
o o i i s t r a c t io n ,  and v a r io u s  m isc e l la n e o u s  f i e l d s ,
33 p er  s e a t  each ; and in  a g r i c u l t u r e ,  6 p e r  cent* 
d e l u s i v e  o f  government c o n t r ib u t io n  to  n a t io n a l  
income, th e  c o rp o ra te  sh a re  av e rag es  n e a r ly  62 per 
c e n t  o f  t o t a l* *
l a  1939, th e re  were 184,230 m an u fac tu r in g  
e n t e r p r i s e s .  F i f ty -o n e  per  c e n t  o f  th e s e  e n t e r ­
p r i s e s  were in c o rp o r a te d ,  a  p e rcen tag e  in c r e a s e  
o f  t h r e e  per  c e n t  over 1929. C o rp o ra t io n s  employed 
&9*$er cen t o f  th e  p e o p le  engaged l a  m an u fac tu r in g  
end produced 93 p er  ce n t o f  t h e  v a lu e  p ro d u c t .  
F o r ty - n in e  p e r  c e n t  o f  t h e  w h o le s a le  m arke ting  
e s ta b l i s h m e n ts  were c o r p o r a t io n s .  These c o rp o ra ­
t io n *  employed 75 p er  c e n t  o f  th e  employees so 
encaged and made 76 p e r  cen t of t h e  n e t  s a l e s .  
A lthough only 16 per  c e n t  o f  a l l  r e t a i l  e s t a b l i s h ­
ments were c o r p o r a t io n s ,  th ey  employed 53 per cen t 
o f  t h e  f u l l - t i m e  employees and accoun ted  f o r  47 
p e r  c e n t  o f  th e  n e t  s a l e s . 2
In  1932, I t  was e s t im a te d  th a t  mors than  h a l f  o f  
in d u s t r y  was dominated by two hundred la rg o  c o r p o r a t io n s .
As a consequence o f  t h i s  c o n c e n t r a t io n ,  i t  was e s t im a te d  
t h a t  ap p rox im ate ly  2 ,000  in d iv id u a l s  o u t o f  a p o p u la t io n  
o f  125,000,000 m i l l i o n  were i n  a p o s i t io n  to  c o n t ro l  and to  
d i r e c t  h a l f  o f  in d u s try *  F urtherm ore , i t  ap p e a rs  t h a t
* A lf re d  L. Bernheim, e d i t o r ,  Big B us iness ; I t s
growth and I t s  F la c e ,  T w entie th  Century ru M ,  laeT ,
Sew York, 1937, p p .  1 end 17.
2 Data d e r iv e d  from th e  United S ta te s -  Department 
o f  Commerce. Bureau o f the Census. S ix teen th  Census o f  th e  
U nited S ta t e s * 1940: manufacture*. I ^ ^ . T T T & I e  T T  
S. i i t i t  Census o f  g u e la e s s *' f o l . I I , W holesale 7m d©;
1939, Table  S , p . 2 6 :  cen su s  o f  B u s in e s s . ? o l  I ,  r e t a i l  
T rade: 1939, P a r t  I ,  T ab le  4A, p . "W*
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t i l*  l a r g e  co rp o ra tio n s have been growing f a s t e r  than 
oth er c o r p o r a lio n s .3
l a  many i n d u s t r i e s  th e  f i f t y - i a i X l l o n - d d l l a r  
c o r p o r a t io n  must he c o n s id e re d  a sm all o rg a n iz a t io n *  In  
th e  s t e e l  i n d u s t r y ,  f o r  example, the a s s e t s  o f  e lev en  
com panies range between one hundred m i l l io n  d o l l a r s  and 
two and o n e -q u a r te r  b i l l i o n #  S im i l a r ly ,  th e r e  a r e  tw enty  
com panies in  t h e  pe tro leum  in d u s t ry  which have a s s e t s  o f  
more than  one hundred m i l l io n  d o l l a r s *  C lose to  40 p e r  
c e n t  o f  th e  b u s in e s s  w ea l th  of t h e  country  i s  ad m in istered  
by e n t e r p r i s e s  w ith  a s s e t s  o f  over n in e ty  m i l l io n  d o l l a r s . 4  
In  a s tu d y  f in a n c e d  by th e  S o c ia l  S c ie n ce  R esearch  
C ouncil o f  Am erica, E e r ie  and Means c h a r a c t e r i s e d  th e  
c o rp o ra te  developm ent in  t h e  fo l lo w in g  manner;
"We a r e  examining t h i s  i n s t i t u t i o n  ( th e  
corp oration ) pro b ab ly  befo re  i t  h a s  a t t a i n e d  i t s  
zen ith*  S p e c ta c u la r  a s  i t s  r i s e  has been , every  
in d ic a t io n  seems t o  be t h a t  th e  system  M i l  move 
fo rw ard  to  p r o p o r t io n s  which would sta g g er  im ag i­
n a t io n  today;" J u s t  as  th e  c o rp o ra te  system  o f  
today  was beyond th e  im a g in a tio n  o f  most s t a t e s ­
men and b u s in e s s  men a t  th e  opening o f  th e  p r e ­
s e n t  cen tury*  Only by remembering t h a t  men s t i l l  
l i v i n g  can r e c a l l  a tim e when th e  p re s e n t  s i t u a t i o n  
was h a rd ly  dreamed o f ,  oan we en fo rce  th e  c o n c lu s io n
3 A dolf A* B e r le ,  J r . , end Ctardiner C* Leans, The 
Modern C o rp o ra t io n  and P r iv a te  P ro p e r ty . The Macmillan 
tiompany, e w ¥  o r  k , X9J27' PP * 32-5’ 3 •
4 B arry  L* Purdy, M artin  L. t i  r; da h i ,  and W illiam  
A. C a r t e r .  C o rp o ra te  C o n c e n tra t io n  and P u b l ic  P o licy*  
P r e s t i e e - B a l l ,  TSc"., S a w ' f o r I 7 1 $ C 2 7 T . ^ --------------
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t h a t  t h e  new o rd e r  may e a s i l y  become co m p le te ly  
dom inant d a r in g  th e  l i f e t i m e  o f  our c h i ld re n *  
ifor t h a t  r e a s o n ,  i f  f o r  no o th e r ,  i t  i s  d e s i r a b l e  
t o  examine t h i s  system , b e a r in g  In  mind t h a t  I t s  
Im pact on th e  l i f e  o f  th e  co u n try  and o f  every  
i n d iv i d u a l  i s  c e r t a i n  to  be g r e a t  5 I t  may even 
d e te rm in e  a  l a r g e  p a r t  o f  th e  behav iour o f  most 
men l i v i n g  under i t . "5
The C o rp o ra t io n  a s  £  S o c ia l  I n s t i t u t i o n
I t  i s  u n d e n iab le  t h a t  our l a r g e r  c o r p o r a t io n s  form 
th e  framework o f  American I n d u s t r y ,  These c o r p o ra t io n s  
t o g e th e r  w i th  t h e  s m a l le r  ones touch  th e  l i v e s  o f  ev e ry ­
body .^  The economic w e lf a r e  o f  each in d iv id u a l  has long  
h inged  h e a v i ly  on th e  economic w e l l -b e in g  of c o r p o r a t io n s .  
T h is  c o n d i t io n  and i t s  concom itan t e f f e c t s  has  l e d  to  th e  
d ev e lo p in g  co n cep tio n  t h a t  modern c o r p o r a t io n s  a r e  i n  th e  
n a tu r e  o f  s e m i-p u b l ic  i n s t i t u t i o n s  in  th a t  employees (or 
" l a b o r " } and t h e  g e n e ra l  p u b l ic  have som ething a t  s ta k e  
i n  th e  p r o g re s s  o f  c o r p o r a t io n s  o r  t h e  la c k  o f  i t *
The power o f  t h e  c o r p o r a t io n  a s  a s o c i a l  i n s t i t u ­
t i o n  was w e l l  summarized by A. A. B e r le ,  J r .  In  1935 when 
he s a i d :
" In  th e  l a s t  t h i r t y  y e a r s  th e  e n t i r e  f a c e  
o f  th e  c o r p o r a te  problem has changed. I  say t h i r t y  
y e a r s ,  a t  random. You can d a te  th e  p e r io d  a s  you
5 0£ .  c l t . , p .  1 .
6  B e r le  and Means g iv e  a v iv id  d e s c r i p t i o n  o f  th e  
way i n  which one1* l i f e  i s  touched by th e  two hundred 
l a r g e s t  c o r p o r a t io n s .  I b i d . ,  pp. 24-26 .
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Choose—e i t h e r  i n  1 8 9 0  o r  th e r e a b o u ts ,  o r  in  what 
Mr. Brand©!s © a lls  th e  e ra  o f  b ig  t h in g s  a t  th e  
b eg in n in g  o f  t h i s  c e n tu ry .  But i n  any case  i t  i s  
t h e  spaa  o f  a g e n e r a t io n .  What happened was t h a t  
t h e  c o r p o r a t i o n ,  which had been a method o f  do ing  
p r i v a t e  b u s in e s s ,  became a s o c i a l  i n s t i t u t i o n —one 
o f  t h e  methods by w hich s o c ie ty  o rg a n iz e s  i t s e l f  
and by w hich i t  g e t s  I t s  work done* T hat was a 
v i t a l  change. What had been a method by which 
I n d iv id u a l s  a p p l ie d  t h e i r  c a p i t a l ,  became a 
v e h i c le  f o r  c o n c e n t r a t io n  o f  i n d u s t r i a l  power 
o u t ra n k in g  a n y th in g  in  modern h i s t o r y .  I t  can be 
s t a t i s t i c a l l y  dem o n stra ted  t h a t  c o n c e n t r a t io n  i n  
th e  U n ite d  S t a t e s  p ro b ab ly  does o u tra n k  any s im i l a r  
c o n c e n t r a t io n .  C e r t a in ly  i t  i s  g r e a t e r  than  th e  
c o n c e n t r a t io n  o f  w e a l th  o r  even o f  power t h a t  
e x i s t e d  i n  F rance  j u s t  p r i o r  to  th e  F rench  Revolu­
t i o n .  I t  com pares, i f  you can compare i t  w i th  
a n y th in g .w i th  th e  p e r io d  when e c c l e s i a s t i c a l  l o r d s  
and e c c l e s i a s t i c a l  i n s t i t u t i o n s  c o n t r o l l e d  an 
enormous amount o f  th e  w o r ld ’ s w e a lth # ”7
T h is  co n cep tio n  o f  th e  p o s i t i o n  o f  th e  c o rp o ra t io n
i n  our s o c i e t y  stem s from  th e  fo l lo w in g  c o n d i t io n s :
1 .  The r a p id  and c o n t in u in g  r e l a t i v e  growth o f  
c o rp o ra te  e n t e r p r i s e s . 8
2 .  The degree  o f  c o n c e n t r a t io n  o f  economic power 
in  t h e  hands o f  a r e l a t i v e l y  few dominant 
companies In  many e s s e n t i a l  i n d u s t r i e s . 9
7 "The Modern C o rp o ra t io n  and I t s  O b l ig a t io n s  t o  
I t s  S tockh old ers—Legal and M o ra l ,"  in  C o rp o ra te  R e la t io n s  
w i th  In v esto rs  and S to c k h o ld e r s , F in an o la 'l  Management"'"SorTes 
Ho. 4f t  Amerfcan Management A s s o c ia t io n ,  New York, 1935* p* 13.
* See supra . pp. 41-43*
9 se e  s u p r a . p .  43* Temporary N a t io n a l  Economic 
Committee, The D i s t r i b u t i o n  of Ownersnip i n  th e  200 L a rg e s t  
K o n -fln a n c la l C orporations. lonograpK 7 1 o . 2’37~lW 5’*
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. J .  The? wide d i s p e r s io n  of s to c k  ow nersh ip , r e s u l t -  
lu g  l a  t h e a h i f t i n g  o f  c o n t r o l  from w a e r s  to  
m anagers*1®
4 * I r r c s p o a a ib i X i ty  to  th e  w e l f a r e  o f  t h e  g e n e ra l  
p u b l ic  shown by a number o f  c o rp o ra t io n  manage* 
m eats th rough  monopoly, f r a u d u le n t ,  and decep­
t i v e  p r a c t i c e s . 11
5* th e  dependency o f  l a r g e  segm ents o f  s o c ie ty  upon 
th e  p ro d u c t iv e  accom plishm ents o f  c o r p o r a te  
e a t e r p r i s e .
The segm ents o f  s o c ie ty  which nave a d i r e c t  i n t e r ­
e s t  i n  l a r g e  c o r p o r a t io n s  have been v a r io u s ly  c l a s s i f i e d #  
Each w r i t e r  has  h i s  own breakdown* In  a n a ly z in g  the  
im portance  of t h e  c o r p o r a t io n  annua l r e p o r t  to  th e  s e v e r a l  
i n t e r e s t s  o r  groups th e  fo l lo w in g  c l a s s i f i c a t i o n  w i l l  be 
h e l p f u l :  ( 1 ) Chine r e  o r  s to c k h o ld e r s ;  ( 2 ) employees or
l a b o r ;  ( 3 ) th e  g e n e ra l  p u b l ic ;  (4 ) co su p e rs ;  ( 5 ) o th e r  
g ro u p s ;  ( 6 ) management.
See B erle and Means* op* c l t . , Chapter 4 and 5; 
Purdy, Lindahl and C arter, op* oTc. . Chapters 4# 5* and 6; 
f .  I* 1 .  C. Monograph Ko. 2*97 iM E*
^  Documentary re fe r e n c e s  a r e  to o  many f o r  enumera­
t io n .  Some o f  the w r it in g s  o f  brands!s ,  Y eb len , F Ip ia y ,  
Dewing, and B erle  are e s p e c i a l l y  s i g n i f i c a n t .  Much o f  th e  
work, p roceed in gs, p u b l i c a t i o n s ,  and a c t i v i t i e s  o f  th e  New 
York Stock Exchange, th e  F ed e ra l  Trade Commission, S e c u r i ­
t i e s  and Exchange Commission, AntI - t r u s t  D iv is io n  of th e  
Department o f  J u s t ic e ,  and o th e r  governm ental and 
sen-governm ental a g en c ie s  a r e  p e r t i n e n t  to  t h i s  problem.
Corporate management has u n b e l ie v a b le  power and, 
th e r e fo r e , g rea t r e s p o n s ib il ity *  The p ro d u c t iv e  power, 
and consequently  th e  s o c ia l  fo ree  o f c o r p o r a t io n s  was 
dem onstrated in  C era  ay p r io r  to  and d u r in g  World War I I .  
The power o f  the corporation  in  th e  United S t a t e s  g r e a t l y
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feEaytaag* af. MaaaX. M fetookfaoiaers
**1 t h in k  s to c k h o ld e r s  a r e  e n t i t l e d  to  b e t t e r  c o r ­
p o r a t e  r e p o r t s  th e n  th ey  a r e  g e t t i n g  today  from many 
companies* "3*2 *X th in k  i t  ax io m a t ic  t h a t  th e  p u b l i c  
s e c u r i t y  h o ld e r s  of l a r g e  co rpora  t i m e  shou ld  be inform ed 
ab o u t th e  a f f a i r e  o f  t h e i r  company • • *”3.3 These s t a t e *  
M a t e  a lo n g  w ith  m a y  o th e r s  t a k e  th e  an n u a l r e p o r t  f o r  
g ran te d *  C e r t a i n l y ,  th e  annua l r e p o r t  l a  an  e s s e n t i a l  
r e p o r t*  s t i l l ,  t h e r e  i s  re a s o n  to  e x p lo re  b r i e f l y  th e  
im portance  o f  t h e  r e p o r t  t o  s to c k h o ld e rs*
S !S l£ M £ £ £ &  £ s * £  J& B i t o  I m l m t l o a s *
Baeh s to c k h o ld e r  sh o u ld  make p e r i o d i c  e v a lu a t io n s  o f  h i s  
h o ld in g s*  The s to c k h o ld e r  may c o n t in u e  t o  ho ld  some s h a re s  t
im~n, ■ -  n j i i i r  ■  m i  M W  ■  ■ « * m  ■
su rp a s s e d  t h a t  o f  Germany* The r e s p  v i s i b i l i t y  o f  th e  manag- 
e r e  o f  t h i s  g r e a t  p r o d u c t iv e  and s o c i a l  f o r c e  i© in e s t im a b le *  
f ie rp e re te  management i s  i n  a  p o s i t i o n  t o  d i r e c t  t h i s  f o rc e  
i n  th e  i n t e r e s t  o f  t h e  g e n e r a l  w e l f a r e ,  o r  to  d i r e c t  th e  
f o r c e  f o r  s e l f i s h  p u rp o ses  and th e re b y  to  h a s te n  i t s  
d e t e r i o r a t i o n  and overthorw * There have been in d i c a t i o n s  
o f  m a n ag e r ia l  a c c e p ta n c e  o f  f u l l  s o c i a l  r e s p o n s i b i l i t y *  On 
th e  o th e r  hand, t h e r e  have been a t  t im e s ,  a la rm in g  examples 
e f  i r r e s p o n s i b i l i t y *
3*3 John M* Hancock, " R e s p o n s ib i l i ty  to  I n v e s to r s  on 
th e  F a r t  o f  th e  P u b l ic  A ccoun tan t and His C l i e n t , * a d d re s s  
a t  A ccounting  C l in ic  on Annual R ep o rts  o f  C o rp o ra t io n s ,  
n o r th w e s te rn  U n iv e r s i ty  bchoo l o f  Commerce, Chicago, A p r i l  26 
19W* p .  39*
*3 fames * * C affrey , "A djusting &* $• 0* R egu lations  
to  P resen t-d ay  B u sin ess Requirem ents," in  Current Problems 
in  F in a n c ia l hanaftamaat» f in a n c ia l  Stanagament b er l e s R o V o b , 
American Management A sso c ia t io n , Hew York, 1947, P* 34*
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**y buy more sh a re s*  o r  may s e l l  some or a l l  o f  Id s  h o ld -  
l a g s .  P e r io d ic  ree rem i n a t io n  o f  in v es tm en t h o ld in g s  i s  
n e c e s s a ry  to  reduce  th e  r i s k  o f  lo ss*  The i n v e t t o r  r e q u i r e s  
I s  t h e  e n s e a l  r e p o r t  f a c t u a l  in fo rm a tio n  adequate  to  a 
r e u s e s a&le a n a l y s i s  o f  th e  company's f i n a n c i a l  c o n d i t io n  
sad  th e  r e s u l t s  o f  i t s  o p e r a t i  as* I t  i s  e s s e n t i a l  t h a t  
th e  r e p o r t  c o n ta in  ad e q u a te  f i n a n c i a l  d a ta  f o r  a n a l y t i c a l  
purposes* Much room f o r  i n v e s to r  judgment would s t i l l  
remain* Of c o u rs e ,  i f  th e  s to c k h o ld e r  i s  no t q u a l i f i e d  to  
serv e  a s  h is .ow n s o l e  c o n s u l t a n t ,  he should  se e k  th e  needed 
a s s is ta n c e  from  t h e  a p p r o p r i a t e  sou rce  of investm en t a d v ic e .  
The p r o h a b i l l t y  t h a t  ©any s to c k h o ld e r s  have need f o r  
a s s is ta n c e  in  p e r io d ic  rm exam lnations does not mean t h a t  
th e  f a c t u a l  r e p o r t  shou ld  be b r i e f e d  o r  minimized in  
im portance* I t  i s  no t an o v e rs ta te m e n t  to  say t h a t  t h e  
annual r e p o r t  i s  th e  most im p o r ta n t  s in g l e  l i n k  between 
sto ck h o ld ers  and c o r p o r a te  management.
Management and Stockholder I n t e r e s t s  Often  C o n f l i c t . 
When ow nership  c o n t ro l  has been d is p la c e d  by management 
c o n tr o l—whieh happens to  be th e  case  in  a h igh p e rce n tag e  
o f  th e  la r g er  c o r p o r a t io n s — th e r e  I s  c o n s id e ra b le  danger 
o f  se r io u s  c o n f l i c t  between what i s  good f o r  t h e  s to c k h o ld e r s  
and what i s  good f o r  h i r e d  management* Management i® in  a 
p o s it io n  t o  pay i t s e l f  a t  uneconomic wage rarest from th e  
stan d p oin t o f  th e  s to ck h o ld ers . Because o f  a d e s i r e  f o r
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®$rc power, p r e s t i g e ,  o r  com pensa tion , management may d e s i r e  
t o  overexpand ' th e  b u s in e s s  t o  th e  d e t r im e n t  o f  s to c k h o ld e r s*  
I t  a l g h t  bo p r o f i t a b l e  i n  more th a n  on® way f o r  management 
t o  w i th h o ld  l i  forna t i o n  which r i g h t f u l l y  be longs  to  s to c k ­
h o ld e r s .  These e r e  J u s t  a few o f  th e  many p o s s i b l e  con-  
f i l e t s  l a  th e  i n t e r e s t s  o f  th e  two groups .
The dan g e r  i s  m u l t i p l i e d  i f  t h e  d i r e c t o r s  and 
o f f i c e r s  a r e  i d e n t i c a l  g ro u p s . T h e e  I s  a l s o  d in g e r  o f  such 
c o n f l i c t s  seen  though c o n t r o l  M s  n o t been com plete ly  
s e p a ra te d  from ow nersh ip , but th e  danger  i n  t h i s  c a s e  i s  
con sid erab ly  1©evened•
High management e t h i c s  i s  t h e  b e s t  s to c k h o ld e r  
p r o t e c t i o n .  N e v e r th e le s s ,  ad eq u a te  annual r e p o r t i n g  r e p r e ­
s e n t s  a s  e s s e n t i a l  s to c k h o ld e r  s a fe g u a rd .  I t  i s  only  
th ro u g h  th e  an n u a l r e p o r t s  t h a t  s to c k h o ld e r s  have any b a s i s  
f o r  an  a p p r a i s a l  o f  th e  m e r i t  o f  th e  rew ards t o  management 
end s to c k h o ld e r s  f o r  t h e i r  r e s p e c t iv e  c o n t r i b u t io n s .
f r e e  M arket Dependent on D is c lo s u re .  The s e c u r i t i e s
■ V M H M w  M m m m m m *  mmm m Mt—mmmmmmmmmmtm* tm  i i i m iw h ii1
m arket h as  p layed  a v i t a l  p a r t  i n  th e  development of our  
eeonoay. An o r d e r ly ,  f a i r ,  an j  honeat market l a  e a s o n t i a l  
to  th e  g e n e ra l  w e l f a r e  a s  w e l l  as  U;e w e l f a re  o f  i o v i a t o r  s .  
I n v e s to r s  must have a c c e s s  to  an open m arke t ,  and I t  I s  the 
d u ty  o f  sianagenent to  p r o t e c t  th e  v a l i d i t y  o f  the  market 
by g iv in g  s to c k h o ld e rs  s u f f i c i e n t  d a t a  to  enab le  them to  
e x e r c i s e  r e a s o n a b le  judgment in  the  making o f  d e c i s i o n s  to
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h o ld , buy* o r  M i l  aha roe* I t  le  no t the duty  o f  menage* 
s e n t  t o  p r o t e c t  th e  s to c k h o ld e r s  by g iv in g  thorn. v a lu e  
e s t im a te s  o f  g iven  s h a r e s ,  b u t  i t  I s  c l e a r l y  th a  d u ty  o f  
tukm&mmo t  t o  put t h e  in v e s to r  I n to  a p o s i t io n  t o  p r o t e c t  
h is s  e l f  by p r o v id in g  h ie  w ith  ad eq u a te  In fo rm ation*  F u l l  
d is c lo s u r e  I s  th e  on ly  sa fe g u a rd  aga li  s t  an a r t i f i c i a l  or 
"rigged** p r ic e *  As a m a t te r  o f  f a c t  th e  an n u a l r e p o r t  i s  
probably e o ie  Im p o rtan t  in  i t s  c o n t r ib u t io n  t o  th e  making 
o f  a tr u e  market p r i c e  th a n  i s  any o th e r  way* But so its one 
w i l l  M y t h a t  th e  a v e ra g e  s to c k h o ld e r  (whoever and w hatever 
he say be so one knows) i s  s o t  cap ab le  o f  e v a lu a t in g  th e  
she r e s  and t h a t  he i s  to o  I n d i f f e r e n t  ab o u t h is  r i g h t s  
cod d u t i e s  r e  a v o te r - s h a r e h o ld e r  t o  use th e  in fo rm a tio n  
should  be be prov ided  w i th  i t .  T h is  c o n d i t io n  would e x i s t  
q u i t e  o f t e n ,  no d o u b t .  N e v e r th e le s s ,  f u l l  d i s c l o s u r e  would 
s e rv e  a s  a  w arn ing  to  a l l  s to c k h o ld e r s  in  ca se  o f  impend** 
l a g  d anger  i f  on ly  because a few s to c k h o ld e r s ,  s e c u r i t y  
a n a l y s t s ,  and f i n a n c i a l  e x p e r t s  read  th e  r e p o r t  i n t e l l i ­
g en tly *  The p re se n ce  o f  a f a i r  m ar^et p r i c e  i s  u n l ik e ly  
w i th o u t  f u l l  d i s c l o s u r e  t o  a l l  s t o c k h o l d e r s * ^
V* fcipley d e s c r ib e s  end d is c u s s e s  a p a r t i c u l a r  
e a se  wfcieh i s  a p p l ic a b le  h e r e .  He s a id :  "The to h ie h  and
l i l k e s - b a r r e  Coal Company a f f o r d s  an extrem e in s t a n c e  of 
th e  d e p r iv a t io n  o f  m in o r! ty  h o ld e rs  of th e  r i g h t  t o  
in fo rm a t io n —an i n s t a n c e ,  by th e  way, of t h e  p o l ic y  o f  
s e c re c y  c h a r a c t e r i s t i c  o f  a n t h r a c i t e  co a l m ining in  
g e n e r a l* • .F or y e a r s  no d iv id e n d s  were paid  by t h i s  company; 
n o r  were any r e p o r t s  issued*  Yet a p p a re n t ly  a s u r p lu s  a a
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The n e c e s s i t y  for f u l l  d i s c lo s u r e  was a c c e p te d  a s  
e s s e n t ia l  p o l ic y  by Congress a t  t h e  tlm e of the  a d o p t io n  
o f  t h e  S e c u r i t i e s  a c ts*  These a c t s  a s s u t e  t i n t  each  in** 
T e s t e r  sh o u ld  d e c id e  f c r  h im s e lf  w h e th e r  a s e c u r i t y  la  
s u it e h ie  f o r  h i s  p a r t i c u l a r  needs and t h a t  th e  f u n c t io n  
o f  th e  law I s  m erely  t o  s e e  t h a t  ho hee a l l  o f  th e  m a te r ia l  
t e s t a  sh o u t  th e  s e c u r i t y  in  o rd e r  t h a t  h i s  i n d iv i d u a l  d e c i ­
s io n  s e e  h e  re a c h ed  on an inform ed b a s t s .  T h is  i s  th e  p o l ic y  
wi&oh sh o u ld  and a u s t  he fo llo w ed  by a l l  o o r p o r a t i  na in  th e  
preparet l o n  o f  an n u a l r e p o r t s .  As J u s t i c e  Brandeds once 
M id  '•The lew shou ld  n o t seek  t o  p re v en t  i n v e s t o r s  fx*orc 
ask in g  bed b a r g a in s .  But i t  l a  now re c o g n ize d  i n  th e  
s ia p le s t  m erch an d is in g  t h a t  t h e r e  sh o u ld  be f u l l  d i s c l o s u r e . "
b u il t  up which su b se q u e n tly  was d i s t r i b u t e d  i n  two s p e c i a l  
cash  d iv id e n d s  o f  150 p e r  c e n t  and o f  70 per cen t in  1931, 
i n  co n n ec tio n  w i th  th e  d i s s o l u t i o n  d e c re e  of  t h e  F ed e ra l  
Supreme C o u r t .  I t  a p p e a r s  t h a t  a p a r t  At l e a s t  of th e s e  
l i q u i d  a s s e t s  was accum ula ted  d u r in g  t h e  e a r l y  n o n -d iv id en d  
y e a r s , but s t i l l  no annua l r e p o r t  f o r  tw e n ty - fo u r  m onths. 
S in ce  1925, d iv id e n d s  a g a in  have ceased  on t h e  common 
ateelc. Such a r b i t r a r y  t r e a tm e n t  o f  s to c k h o ld e r s  hav ing  
a s u b s t a n t i a l  in v e s tm en t in  th e  b u sin ess  i s  d i f f i c u l t  to  
j u s t i f y .  T hink what i n j u s t i c e  i n  ca se  they  w ish  t o  d is p o s e  
e f  t h e ir  in v e s tm e n ts  d u r in g  t h i s  t im e . Bow cou ld  a n y th in g  
l i k e  e t r u e  p r i e s  he made under such c irc u m sta n c e s?  I s  
t h i s  n e t ,  th e n ,  th e  u l t im a te  b a s i s  o f  th e  r i g h t  o f  every  
p a r tn e r  i n  an e n t e r p r i s e  t o  such  d i s c lo s u r e  a s  s h a l l  
a ssu re  him a g a i n s t  an a r t i f i c i a l  or even a r ig g e d  p r ic e ?  
Abnormal m arket p r i c e s  based upon in s i d e  in fo rm a t io n ,  a r e  
perhaps  one o f  th e  most v ic io u s  f e a t u r e s  of t h e  p r e s e n t  
S i t u a t i o n .  B e l i e f  from t h i s  menace may be had on ly  th ro u g h  
I n s is t e n c e  upon com plete  r e v e l a t i o n . . . n—W illiam  1 . R ip le y ,
*1 ^ 5  3 t r *e t ~ u t u *> Brown, and Company,
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S h a re h o ld e rs  E n t i t l e d  to  He p a r t  o f  S te w a rd sh ip .
t h e  o f f i c e r s  o f  n c o r p o r a t io n  a r e  employees o f  t h e  s Lock- 
h o l d e r s .  Employees o f  every  o rg a n iz a t io n  a r e  o b l ig a te d  
t o  make p e r t i n e n t  r e p o r t s  t o  t h e i r  su p e r io r® . There Is  
s o  sound b a s i s  f o r  o f f i c e r s  o f  a 'c o rp o ra t io n  w i th h o ld in g  
In f e r s *  t i : n  from t h e i r  em ployers— th e  s to c k h o ld e r s .  T ilth- 
s e t  adequate d i s c l o s u r e  th rough  th e  an n u a l r e p o r t  th e  
o w n sr-em p lo y e r-s to ek h o ld e r  i s  unab le  to  e x e rc i s e  s a t i s f a c ­
t o r i l y  th e  p r e r o g a t iv e s  o f  h i s  s t a t u s .  I f  i t  w ere  no t f o r  
the g r e a t  d i s p e r s io n  o f  s to c k  ow nership  and the  i n e r t i a  
o f  s to c k h o ld e r s ,  t h e  em ployees—the o f f i c e r s —who f a i l  
t o  sa k e  f u l l  r e p o r t s  o f  whole and m a te r i a l  t r u t h  to  owners— 
th e  s to c k h o ld e r s —would be d ism issed  o r  demoted Im m edia te ly . 
W ithout an a d e q u a te  an n u a l r e p o r t  th e  s to c k h o ld e r  has  no 
s a t i s f a c t o r y  b a s i s  f o r  ju d g in g  th e  s te w a rd sh ip  of management
15 The fo l lo w in g  e x c e rp t  i s  p e r t i n e n t :  "The p a s s iv e -
n e s s  of s h a r e h o ld e r s ,  a c c e n tu a te d  by managem ent's u n w i l l in g ­
ness t o  r e n d e r  a f u l l  accoun t o f  I t s  s te w a rd s h ip ,  has 
b ro u g h t ab o u t a co m ple te  s e p a r a t io n  o f  ownership from c o n t r o l .  
As we have a l r e a d y  i n d i c a t e d ,  s to c k h o ld e r s '  a t t e n t i o n  has  
been d i v e r t e d  l a r g e l y  t o  t h e  m a rk e t-p la c e  and d a i ly  quota# 
t l o n s  on t h e i r  s t o c k s .  Knowledge o f  an i n t e r e s t  In  th e  
u n d e r ly in g  o rg a n iz e d  p ro p e r ty  v a lu es  l a s  been sa d ly  l a c k in g  
among c o rp o r a te  s h a r e h o ld e r s .  In th e se  c i rc u m s ta n c e s  
o ff i e e r e  have in  many In s ta n c e s  f o r g o t t e n  t h a t  th ey  a r e  
employees w orking f o r  t h e  c o r p o r a t i o n .  L a th e r ,  th e y  have 
o f t e n  worked l a r g e l y  f o r  th e m se lv e s .  D i r e c t o r s ,  whose 
prl* .ry  l e g a l  d u ty  i s  to  se rv e  In  the  bea t I n t e r e s t s  o f  th e  
o n e r s ,  i n  t h e i r  d u a l c a p a c i ty  a s  o f f i c e r s  and d i r e c t o r s  
have o v e r lo o k e d  t h e i r  b a s ic  f u n c t io n ,  ka managing o f f ic e r©  
th e y  have encouraged th e  n o t io n  t h a t  s h a re h o ld e r s  a r c  no t 
e n t i t l e d  t o  a l l  t h e  p r o f i t s  o f  e n t e r p r i s e ,  a n o t io n  which 
a e  d i r e c t o r s  th e y  shou ld  have d is c o u ra g e d .  Too f r e q u e n t ly
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The f a c t  th a t  c o n t r o l  o f  c o r p o r a t i o n s  l a s  been 
i t i f t l f i g  from sto ck h o ld ers  t o  management a c c e n tu a te s  th e  
im portance of an n u a l s te w a rd sh ip  r e p o r t s  t o  s to c k h o ld e r s .  
S in ce  owner®, in  the c a se  o f  c o s t  l a r g e  c o r p o r a t i o n s , do 
n ot t e n  co n tro l o f  t h e i r  e n t e r p r i s e  th e y  must have annual 
stew ardsh ip  r e p o r ts  so t h a t  th e y  may d e te rm in e  t h e  e x t e n t  
t o  which th e c o r p o r a t io n  i s  being  run In  t h e i r  i n t e r e s t *  
Stockh old ers Keed In fo rm a t io n  on Payment® Being 
Made to  Other Gxoupa* S to c k h o ld e rs ,  em ployees, and manage*- 
meat c o lla b o r a te  In  th e  p ro d u c t io n  and  s s l e  of some p ro d u c t 
or serv ice*  Each of  t h e s e  i n t e r e s t  g roups  expect® to  r e c e iv e  
from th a t p ro d u c t  o r  s e r v i c e  produced a r e tu r n  eq u a l to  I t s  
c o n t r ib u t io n *  For v a r io u s  ty p e s  o f  p r o te c t io n  and s e r v i c e ,  
payments must be made to  governm enta l u n i t s *  Consumers 
expect to  make a r e a s o n a b le  payment f o r  th e  good o r  s e r v i c e  
produced* I f  t h e  s e l l i n g  p r i c e  o f  th e  p ro d u c t i s  to o  low, 
t h e  consumers g a in  r e l a t i v e  to  one or more o f  t h e  o th e r  
groups* I f  management s a l a r i e s  a r e  to o  h ig h ,  one o r  more 
o f  th e  o th e r  g roups s u f f e r  r e l a t i v e l y .  U n fo r tu n a te ly  th e r e
th ey  have ig n o red  th e  i n t e r e s t  o f  minor employees and the 
gen era l public* In some o f  th e se  l a rg e  q u a s l -p u b l io  
co rp o ra tio n s, management l a s  a c te d  as I f  it w e r a  -trustee** 
sh ip  s o le ly  fo r  I t s e l f ,  as  i f  i t  were a p e rp e tu a l  t o t a l i ­
ta r ia n  b u s in e s s  e l i t e  rather than a  group o f  stewards 
working fo r  th e  I n te r e s t s  o f  s to c k h o ld e r s ,  em ployees, and 
th e  g e n e ra l  p u o iie* w— Purdy, L in d a h l ,  and Carter, op * c l t * ,
p* lo t. *
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I s  no formula whereby an e q u ita b le  determ ination  mn foe 
s a t e  a s  to  the payment which i s  due a g iven  in t e r e s t  a t  
a g iv en  time* The problem I® a c r u c ia l one to d a y • Many 
s o c ia l .  econom ic. p o l i t i c a l .  and moral question®  a re  
involved* I t  l a  not an overstatem ent to  say th a t the  
fu tu re  o f our economic system  and our n ation  depends on th e  
degree to  which th e  e o n f l le t in g  in tere st®  o f  th e  s e v e r a l  
groups a re  re so lv ed  fo r  th e  eommon good* I t  fo llo w s  th a t  
th e  stock h o ld er  should know a s  muoh about th e  oorporate  
e n te r p r ise  mechanism and i t s  fu n e tio n in g  a s  i s  p o ssib le*
Only th e  informed stock holder can ap p reela ta  the n e e e s s ity  
fo r  in creased  w ages, h igher production , low er d iv id en d s, 
fa i lu r e  to  produce a t  a normal r a t e ,  h igh  income ta x  
payments, or a change In some other fa c to r*  S tockh old ers  
have a b ig  sta k e  in  the fu tu r e  o f  th e  American economy#
I t  i s  on ly  through a b e tte r  knowledge o f  th e nature o f  
t h i s  stak e  and i t s  eo& coaitant r e la t io n s h ip s  th at th e  s to c k ­
h older can h elp  p ro tee t  h is  own in te r e s t  and to  advance th e  
w elfa re  of a l l *
R eference i s  o f te n  made to  t h e  u n fa v o ra b le  p o s i t i o n  
o f  th e  stock h o ld er  in  r e l a t i o n  to  management and labo r*  
Management has e f f e c t iv e  c o n t r o l  o f  a m a jo r i ty  o f  l a r g e  
co rp o ra tio n s, and organised  l a b o r  has been e f f e c t i v e  i n  
secu r in g  eon eeasion s o f various types*  S to c k h o ld e rs  w i th ­
out adequate aunual-report In fo rm a t io n  a re  handicapped in
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oop ing  w i th  e i t h e r  o f  th e s e  groups* s to c k h o ld e r s  w it t o u t  
a d e q u a te  f i n a n c i a l  r e p o r t s  a r e  s p e c u l a t o r s ,  n o t  i n v e s t o r s .
Import.no. o f Annual M e p tM  to  Employ . . a
?Wrtffl.t,t f J S M S S S  SSL Corporation guooeaa.
Eel&tlvcly f w  c o r p o r a t io n s  have come t o  r e a l i s e  t h a t  the  
w elfare o f employees ( o r  l a b o r —o rg a n is e d  and u n o r g a n i z e d ) *6 
i s  so t ie d  up w ith  c o rp o ra t io n  s u c c e s s  o r  f a i l u r e  t h a t  
employees have a l e g i t i m a t e  and v i t a l  I n t e r e s t  i n  annua l 
report topics* F o r tu n a te ly ,  th e r e  haa toon in c r e a s in g  
recognition  o f  the r i g h t  of th e  employao t o  a c c u r a te  and 
d eta iled  fin an c ia l d a ta  on Me company*e o p e r a t io n s  and 
sta tu e . The t im e  must soon come when t h e  em ployees o f  a l l  
corporations of any e l s e  a r e  g iv en  an nua l f i n a n c i a l  r e p o r t s ,
taployeae a r e  much more dependent upon c o r p o r a t io n  
success th a n  a r e  s to c k h o ld e rs*  The em ployee’s prim ary 
income Is  r e c e iv e d  from  th e  c o r p o r a t io n  w hereas  th e  a v e ra g e  
stockholder expects h i s  d iv id e n d  r e c e i p t s  t o  m ere ly  supp le*  
meat h is income* F u rth e rm o re , l a b o r  i s  n o t  a s  m obile  a s  
store capital*
^  The p r e s id e n t  o f  one o f  t h e s e  c o r p o r a t io n s  
recently  s a id :  " A f te r  a l l ,  th e  I n d u s t r i a l  viorksr has a b ig  
p iece of h i s  l i f e  In v e s te d  i n  a b u s in e s s ,  and we in  manage­
ment owe him a r e p o r t  on our s te w a rd sh ip ,  j u s t  a s  we owe i t  
t o  t h e  s to c k h o ld e rs *  P erhaps  even more so because employees '  
l a c k  o f  c o r r e c t  f i n a n c i a l  In fo rm a tio n  i s  a major reason  f o r  
l a bor-management m isu n d e rs tan d in g  in  th e  co u n try  to d a y .” — 
"Pitney-Bowes M eets I t s  N e ig h b o rs ,” T ru s t s  and Estates?»
Vol. &5 , No* 1 ,  «Ta ly , 1947§ p« 7*
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tabor • a need f o r  a com prehensive annua l r e p o r t  
t a b  th e  same b a s i s  a s  f a r  th e  s to c k h o ld e r*  The s to c k ­
holder needs to  sak e  a p er io d ic  exam ina tion  o f  th e  w orth  
o f  h is  s ta r e s ;  th e  employ os needs t o  examine—fo r  h i s  
ovn good and t h a t  o f  t h e  c o r p o r a t i o n — th e  s t a t u s  of 
Ids investm ent* The v a lu e  o f  a w o rk e r 's  s t a k e  In  a co rpo ­
r a t io n  v a r i e s  w ith  changes i n  f u tu r e  p r o f i t  p ro s p e c ts  i n  
th e  same way as the va lu e  o f  a s t o c k h o ld e r 's  elm r e s .
Used tap lovse-am p loyer B e la t lo a s  Are E s s e n t ia l* 
te e d  In d u str ia l r e la t io n s  a re  a requirem ent fo r  optimum 
bust n ess  su e e e s s . in te r  p r is e  r e s u l t s — good or bad—are  
ach ieved  through p eop le* Today more than ever  before  
th e  su e e ess  o f a b u sin ess  en te r p r ise  depends on good 
personnel r e la t io n s ,  and a l l  p ro g ress iv e  and fa r s ig h te d  
managements are con tin u ou sly  s t r iv in g  to  Improve t h e i r  
r e la t io n s  w ith  em ployees.
Though I t  i s  n o t  th e  most im p o r ta n t  o f  th e  s e v e r a l  
eon au n ication s media which shou ld  be  used by management, 
t h e  annual rep o r t eaa  be used im p o r ta n t ly  in  th e  d ev e lo p ­
ment and m ainteaanoe o f  good personne l r e l a t i o n s *  Manage­
ment has d e f in i t e ly  n o t sh a re d  ad eq u a te  f i n a n c i a l  in fo rm a tio n  
w ith  employees* There w i l l  be few er u n j u s t i f i e d  s t r i k e s  
and o th e r  d i s l o c a t i o n s  i n  th e  r e l a t i o n s  between workers and 
em ployers ffeen th e  w orkers  know, u n d e rs ta n d ,  and a c c e p t  a s  
co r r e c t  the  f i g u r e s  r e p r e s e n t in g  th e  f i n a n c i a l  p o s i t i o n  o f  
th e  e n t e r p r i s e .  The annua l r e p o r t  should be used metre widely 
i n  t h i s  c o n n e c t io n .
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2&2S& 31* iBSSES* There I s  no sound fo unda t ion  
tsar i n d u s t r i a l  p o se s  o th e r  th a n  p e r t i n e n t  f o o t s  c o r r e c t l y  
in t e r p r e t e d *  Many m anagessn ts  fo l lo w  a s h o r t s i g h t e d  
p o l le y  o f  g iv in g  employees a s  few f i n a n c i a l  f a c t s  as  pos­
s i b l e .  There i s  i n d i c a t i o n  th a t  some c o rp o ra t io n  e x e c u t iv e s  
a r e  under  the i l l u s i o n  t h a t  f a c t s  which a r e  n o t  g iv en  in  
t h e i r  an n u a l  r e p o r t s  do n o t  e x i s t  in  so f a r  a s  th e  w orkers  
are concerned. t h i s  sim ply  means t h a t  w orkers  who do no t 
have the f a c t s  a r e  s u s c e p t i b l e  t o  th e  propaganda o f  l a b o r  
organisers o r  l e a d e r s .  Management must r e a l i s e  t h a t  I f  
et&erprise f i n a n c i a l  f a c t s  a r e  n o t  s u p p l ie d  t o  employees 
i n  an u n d e rs ta n d a b le  and I n t e r e s t i n g  form , th e  "rumor" 
f a c t o r y  w i l l  supp ly  harm fu l f i c t i t i o u s  f i g u r e s .  A c tu a lly *  
o f  course* complete f i n a n c i a l  d a ta  i s  a v a i l a b l e  to  anyone 
from t h e  S e c u r i t i e s  and Exchange Commission on any company 
w ith  l i s t e d  s e c u r i t i s e  o u ts ta n d in g .  Labor u n io n s  use t h i s  
so u rce  of  in fo rm a tio n  a s  w e l l  ae  o th e r  o u t s id e  s o u rc e s ,  
toeing in fo rm a tio n  from th e s e  o u t s id e  sources*  un ion  r e p r e ­
sen ta tiv es  make f i n a n c i a l  r e p o r t s  on t h e  e n t e r p r i s e  to  t h e  
employ s e e —r e p o r t i n g  on ly  what th ey  th in k  w i l l  be f a v o r a b le  
t o  t h e  union p o s i t i o n .  The on ly  f e a s i b l e  p o l ic y  f o r  manage­
ment i s  to  p ro v id e  a l l  p e r t i n e n t  f a c t s  to  employees th rough 
the an n u a l r e p o r t  and o th e r  m edia.
Employeea Meed I n a l a h t  i n t o  C o n t r ib u t io n s  o f  Other 
Croups.  Though t h e r e  a r e  a r e a s  o f  c o n f l i c t  in  th e  I n t e r e s t s
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Qt s to c k h o ld e r s , em ployees, management, and t h e  g e n e ra l  
p u b lic , th e  a r e a  o f  m u tu ality  of in t e r e s t s  i s  much b ro a d e r .  
The degree t o  w hich th e  s e v e r a l I n t e r e s t  g roups  can c o o p e ra te  
aa partners rath® r  th an  a s  a d v e r s a r i e s  w i l l  be a measure 
o f  th e  eoonomie s u c c e s s  o f  a l l  g ro u p s  In th e  f u t u r e .
Good management m ainta ins a ba lan ce  among th e  g ro u p s  
fey con vin cin g  each group t h a t  su ccess  depends on th e  a c t i v e  
and in t e l l i g e n t  cooperation  o f  th e  v a r io u s groups. In fo r ­
mation la  t h e  feast key in  such a program. Employees must 
understand t h e ir  p o s it io n  and s t a t u s  in  r e l a t i o n  to  th e  
en te r p r ise  co n tr ib u tio n s  feeing made by o th e r  i n t e r e s t e d  
groups. In te rd ep e n d en ce  o f  th e  groups om b e  shown th ro u g h  
ad eq u a te  annua l r e p o r t i n g .  P ro v id in g  a l l  I n t e r e s t s  w i th  
th e  same p ertin en t f a c t s  w i l l  provide a b a s i s  f o r  more 
e f f e c t iv e  c o o p e r a t io n .1?
17 "Employers m d  union l e a d e r s  rare th e  same kind  
o f  p eop le . They have been cu t from th e  same f a b r i c .  Many 
tim es i t  i s  J u s t  a chance  a s  to  which t r e a d  o r  which co u rse  
th ey  take aa they le a v e  th e  h a l ls  o f  ou r  g r e a t  i n s t i t u t i o n s  
o f  l e a r n in g .  I t  i s  J u s t  a chance t h a t  d e te rm in e s  w hether 
th ey  go up th e  b u sin ess  s id e  or th e  union a id e .  Many 
b u sin ess  r e p r e s e n t a t i v e s  and many union r e p r e s e n t a t i v e s  
ecuid  ohangs s id e s  and s t i l l  do an o u ts ta n d in g  jo b .  As 
th ey  become b e t t e r  a c q u a in te d ,  th ey  begin  t o  have u nder­
stand ing and r e sp ec t  f o r  each o t h e r . " —Fred K. K ing,
" I s  T here  a F ie ld  f o r  A ccoun tan ts  in  th e  f u tu r e  of Labor 
n eg o tia tio n s'* * , J o u rn a l  o f  A ccountancy . V ol. 84, K o . l ,  
f u ly  1947, p .  10.
5 9
Importance of M m I Mports to the 'public
f M  Corporation I s  a Scm l-Fubllo I n s t i t u t io n .- 
S eferen ee  has a lread y been made to the fa c t  th a t la r g e  
corp ora tion s hare become sem i-p u b lic  or q u a si-p u b llo  
in s t i t u t io n s .  In l in e  w ith  t h is  concept lor*, a few cor­
p oration  e x e c u tiv e s  hare recogn ised  th a t t h e ir  p o s it io n  
i e  o&e o f  stew ardship  to  th e  general p u b lic  ( in  a d d itio n  
to  s to ck h o ld e r s , em ployees, and o th er  groups) and t  lie r e -  
f o r e ,  th a t  th e ir  annual rep ort must a l s o  be a report o f  
stew ardsh ip  to  the p u b lic , flaw ed fro® th e  stand p oin t 
o f  th e gen era l p u b lic  th e  lo g ic  o f  t h i s  reason ing  i s  not 
hard to  f in d . I t  runs in  th e fo llo w in g  way: In corporation
i s  a p r iv i le g e  granted to  a p r iv a te  group by th e p u b lic ,  
t h i s  p r ir i le g e  i s  g ir e a  in  exchange fo r  expected  p u b lic  
b e n e f it s - -*  b u sin ess  u n it  which i s  supposed to  render 
g r e a te r  s e r v ic e  to  th e  gen era l p u b lic . The p r iv a te  group 
i s  g iven  immortal l i f e  and even more im portant, the p r iv i­
le g e  o f l im ite d  l i a b i l i t y *  In other common forms o f  
b u sin ess  o r g a n isa t io n , the personal l i a b i l i t y  and a t t r i b u t e s  
e f  th e  op era to rs and th e  firm  rep resen t a very r e a l s a fe ­
guard fo r  c r e d ito r s  end th e  general p u b lic , 4 s  a sub­
s t i t u t e  fo r  th e se  sa fegu ard s, the public I s  e n t i t l e d  to  
f u l l  p u b lic ity  o f  corporate f in a n c ia l  d a t a .
Corporate b u sin ess  began w i th  pub l ic  perm iss ion  
and i t  e x i s t s  by p u b l i c  a p p ro v a l .  C onsequent ly ,  th e
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corpora t i e s  J e o p a r d i s e s  i t s  p o s i t  lean *&en i t  t a i l s  t o  
keep the p u b lic  inform ed. I t  i s  d i s c o u ra g in g  t h a t  cor-* 
p o ra tio n s  have been very s e c r e t iv e  w ith  t h e  p u b l i c  on t h e i r  
b u sin ess  a f f a i r s .  I t  i s  encourag ing  t h a t  more c o r p o r a t io n s  
eaob year arc making w id e r  p u b l i c  d i s t r i b u t i o n  o f  t h e i r  
annual r e p o r ts .* *
f a l l  Corporate D isc lo su re  Would Make C om petition  
More I f f a s t i v s . I t  1$ well-known th a t a n t i - t r u s t  l e g i s l a t i o n  
has been r e la t iv e ly  in e f f e c t iv e  over a long  p e r io d  o f  y e a rs  
in  In crea sin g  or even m a in ta in in g  th e  a r e a  o f  c o m p e ti t iv e  
e n te r p r is e . In 1927 W illiam  Z. R ip ley  su g g es ted  th e  b e s t  
approach to  t h i s  problem when he sa id ;
"Rot so te c h n ic a l ,  but o f  w ider  scop e , i s  the  
bearing o f  com plete corporate d isc lo su r e  upon the 
s o -c a l le d  tr u s t  q u estio n . I t  i s  now a quarter  
century s in c e  th e  United State® In d u str ia l Commis­
s io n  put forward t h i s  remedy» f i r s t  among a number 
o f  propoeais fo r  d ea lin g  w ith  in d u s tr ia l combina­
t io n s .  L i t t l e  a t te n t io n  was paid  a t the time to  
the argument th at such r e v e la t io n  o f p r o f it s  by 
concerns whioh th reaten  to  oppress the p u b l i c  would 
operate alm ost autosa t l o a l i y , l ik e  m tow ering o f  
t a r i f f  b a r r ie r s , t o  in v i t e  c o r r e c t i v e  c o m p e t i t io n ,  
th e  s e c r e t iv e  t a e t io s  o f  the R ation a l B isc u it
** lod ge Oary was proud to  have had a p e r t  in  
"helping to  in trod u ce the presen t system of candid p u b l i ­
c i t y  in to  c o r p o r a t io n s .• .1  was on ly  one o f  many.. .But 1 
am very happy today to  have had some p a r t  in  t h a t  g r e a t  
change. The people have a r ig h t  to  know how the p e o p le f s 
b u sin ess  i s  ca r r ie d  on; and th e  mors they  know about I t ,  
th e  b e t te r  i t  w i l l  be fo r  th e  b u s in e ss . Big b u s in e s s ,  
l i k e  human l i f e ,  earmot th r iv e  p ro p e r ly  in  th e  d a rk ." --  
I n te r v ie w  in  Forbes. A p r i l  1 ,  1927. The " g r e a t  ©tenge* 
had not and has  not been e f fe c te d  in  most c o r p o r a t i o n s .
Com pany... a r e  q u i t e  commonly a s e r Ibed to  a d e s i r e  
t o  e n t re n c h  i t s e l f  beyond e l l  p o s s ib le  co m p e t i t io n  
os  a  lo w -c o s t  p roducer  b e fo re  d iv u lg in g  the  
p r o f i t a b l e n e s s  o f  I t s  business# t o  p o s s i b l e  r i v a l s * . *
I  b o ld  I t  t o  be s e l f - e v i d e n t  t h a t . . . p u b l i c i t y  would 
r e a d e r  unnecessary  much of tb e  fu r th e r - r e a o h in g  
a n t i t r u s t  l e g i s l a t i o n  which a t  one time or a n o th e r  
i t  baa beers p roposed  to  p u t upon tbe statute books*"19
Why b a re  c o r p o r a t io n s  n o t adopted  a p o l i c y  o f  f u l l  
d i s c lo s u r e ?  Why has  t b e  Hew York S tock  Exchange had a 
c o n t in u a l  problem  in  s e c u r in g  adequa te  f i n a n c i a l  in fo rm a­
t i o n ?  Why has tb e  S e c u r i t i e s  and Exchange Commission 
r e tu r n e d  f o r  c o r r e c t io n  so many s t a t e m e n t s  f i l e d  w i th  I t  
end c e r t i f i e d  by prom inent f i rm s  of c e r t i f i e d  p u b l ic  
a c c o u n ta n ts ?  The prim ary  answer t o  each  q u e s t io n  i s  t b e  
same. C o rp o ra t io n s  have been and a r e  today  aware t h a t  f u l l  
d i s c l o s u r e  would o f t e n  show t h a t  e x c e s s iv e  p r o f i t s  a r e  
b e in g  ea rned  a n d /o r  e x c e s s iv e  management s a l a r i e s  a r e  be ing  
p a id ,  an d , t h e r e f o r e  t h e  b e s t  i n t e r e s t  o f  t h e  g e n e ra l  
p u b l i c ,  em ployees, a n d /o r  consumers I s  n o t  be ing  se rv e d .
Large c o r p o r a t io n s  a r e  now o r  must soon become 
p u b l ic  s e rv a n ts  in  somewhat t h e  seme se n se  a s  u t i l i t y  
com panies. P u b l ic  ow nership  o r  s t r i c t  r e g u l a t i o n  and su p e r ­
v i s io n  by a p u b l l e - e e r v l e e  commission a r e  not e s s e n t i a l .
I t  i s  e s s e n t i a l  t o  t h e  g e n e ra l  w e l f a r e ,  however, t h a t  
l a r g e  c o r p o r a t i o n s  be o p e ra te d  f o r  th e  common good t o  th e  
same e x te n t  a s  p u b l i c  u t i l i t y  companies.  The good produced
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and th e  s e r v ic e s  rendered by t h e s e  l a r g e  corporation®  . 
a** ju s t  a s  e s s e n t i a l  a s  th e  goods and s e r v i c e s  provided  
by th e  u t i l i t y  com panies.
U n less co rp o ra tio n s m ke  a  more s i n c e r e  e f f o r t  to  
g iv e  th e  p u b lic  d e f in i t iv e  annua l f i n a n c i a l  d a t a ,  a d d i ­
t io n a l F ederal r e g u la tio n  appears to  be assured* P u b lic  
ownership la  th e  other a l t e r n a t iv e .
lm»TQT. in ib llo  H elatlona  through Annual Bejgorta* 
Good p u b lic  r e la tio n ® , I lk a  good personnel r e l a t i o n s ,  
can su r v iv e  on f a c t  and f a s t  o n ly , F in a n c ia l f o o t s  
should be su p p lied  tbe gen era l p u b lic  by c o rp o ra te  
management. The annual rep o r t la  an Id ea l m adia, A good 
c h a r a c te r isa tio n  o f  tbe r e l a t i o n  o f f a c t s  t o  good p u b l ic  
r e la t io n s  was made by A rthu r  Perron:
’’F a c t s  a r e  s tu b b o rn —they  demand r e c o g n i­
t io n  sooner or la t e r .  B usiness  mmt  keep th e  
p u b lle  a d v ised , so  t h e r e  w i l l  be l e s s  g u e s s in g  
and l e s s  surm ising on th e  p a r t  of th e  m u l t i tu d e s  
who should  g e t  t h e i r  id e a s  from t h e  r i g h t  s o u rc e s .  
H alf baked id ea s  a r e  g e n e ra te d  by a n t a g o n i s t s .  
Such u n f a i r  u t t e r a n c e s  and o th e r  propaganda can 
be n u l l i f i e d  only  by e n l ig h te n m e n t.
*»early  everyone 1® i n t e r e s t e d  In  knowing 
about th in g ® --•an y th in g ..  .The human mind I s  
accustomed to seek in g  e n l ig h te n m en t.  I f  people 
d o n ’ t  g e t  f a c t e ,  th e y  r e s o r t  t o  im a g in a tio n .
Much o f  th e  economic tu rm o il  i s  due t o  m is in ­
fo rm a t io n .  *20
2® " B eap on eib ility  o f  C o rp o ra tio n  O f f i c e r s  f o r  
R eports to  th e  P u b lic ,*  address a t  A ccounting C l in ic  on 
Annual R ep o rts  o f  C o rp o ra t io n s ,  northw estern U n iv e r s i ty  
School o f  Commaroe, Chicago, A p ril 26, 1940, p. 23.
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Importance off Annual Resorts to Consumers
The d isp e r s io n  o f  a took  ownership i s  w a ll  known. 
Man; co rp ora tion s have between ten  thousand  and  one 
hundred thousand s to c k h o ld e r s . About twenty f i rm s  have 
a cre  than  one hundred thousand s to c k h o ld e r s .  Many f irm s  
have a s  many sto ck h o ld ers a s  employee®. I t  fo l lo w s  t h a t  
shareholders and employ se e  can and sh o u ld  b e  an im p o r tan t  
segment o f  th e  market in  com panies p ro d u c in g  o r  s e l l i n g  
consumption goods. The annual report can be and o ften  i s  
used a s  a product a d v e r t is in g  medium fo r  th e s e  
stockholder-em ployee consumers. The f a c t  t h a t  a h igh  p e r ­
centage o f  s to ck h o ld ers  a r e  women i s  a n o th e r  f a c t o r  which 
favors some product and s e r v i c e  a d v e r t i s i n g  in  t h e  annual 
report.
tv ea  in  the cane o f  th e companies producing  c a p i t a l  
goods or provid ing  s e r v ic e s  t o  o th e r  I n d u s t r i e s ,  s to c k ­
holder and employee in fo rm a tio n  mn  be o f  i n d i r e c t  b e n e f i t .  
I n s t i tu t io n a l  a d v e r t is in g  o f te n  pays r i c h  d iv id e n d s .  
N ev e r th e le ss , i t  should  be emphasised t h a t  p roduct ad v e r­
t i s in g  i s  not an e s s e n t ia l  f e a t u r e  o f  th e  annual r e p o r t .
Importance o f  Annual R eports to  O ther Pro ups
R e la t iv e ly  few c o r p o r a t io n s  send t h e i r  r e p o r t s  to  
a l l  o f  t h e  rem a in in g  g roups: d e a l e r s ,  d i s t r i b u t o r s ,  and
a g e n ts ;  s u p p l i e r s  o f  raw m a t e r i a l s ;  c r e d i t  s e r v ic e s ;
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b rok ers, investm ent s e r v i c e s ,  f i n a n c i a l  e d i t o r s  and 
p u b lic a t io n s ;  government. The l a t t e r  has need fo r  s p e c ia l  
r e p o r ts . Tbs annual r e p o r t  cannot f u l f i l l  t b s  e n t i r e  
rep o r tin g  fu n ction  to  tb e  o th e r  a g e n c ie s ,  b u t i t  can be 
so  used advantageously . Annual r e p o r t s  a r e  read  and kep t 
on f i l e  by bankers, b rok ers, f in a n c ia l  e d i t o r s —a l l  m olders 
o f  p u b lic  op in ion  on investm ent® , p r o f i t s ,  e n t e r p r i s e  
r e la t io n s h ip s ,  e t c .
R eporting to  such  g ro u p s  should  n o t be o v e r lo o k e d , 
but in  v ic e  of tb e  d ir e c t  r e s p o n s ib i l i ty  o f  th e  management 
t e  s to ck h o ld ers , em ployees, custom ers, and th e  g e n e ra l  
p u b lic , l i t t l e  i f  any em phasis can b® p laced  on th e  i n f e r -  
a ctio n  needs o f  th e se  m is c e l la n e o u s  g roups In  th e  p r e p a r a -  
I le a  e f  th e  r e p o r t .
Importance o f  Annual Reports to  Management
The bulk o f  s to c k h o ld e r s  have a lm o st no c o n t ro l  
ever th e  e n te r p r ise s  which they own. C ontro l o f  moat 
co rp o ra tio n s, e s p e c ia l ly  th e  l a r g e r  ones , 1® e x e rc is e d  
by management—a group h o ld ing  only  a n e g l ig ib l e  pro­
p ortion  o f  th e  t o t a l  sh a res . The separation  o f  management 
from ownership means th a t management no lo n g e r  r e p r e s e n t s ,  
a s form erly , a s in g le  i n t e r e s t  group— the s to c k h o ld e r s .  
In s te a d , management f u n c t io n s  on th e  b a s i s  o f  a t r u s t e e ­
sh ip  to  f o u r  b a s ic  and in te r c o n n e c t in '  groups: employees,
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consum ers, s to c k h o ld e r s ,  ana  th e  gene r e  1 p u b l i c .  I t  i s  
t h e  f u s e t io n  o f  management to  m a in ta in  a  p ro p er  b a la n c e  o f  
e q u i ty  I n  th e  r e l a t i o n s h i p s  o f  t h e  f o u r  g ro u p s .  As $ i a -  
su ss e d  i n  th e  p re v io u s  s e c t i o n s  of t h i s  c h a p te r # each o f  
t h e  g roups  d e s i r e s  and  needs a r e p o r t  from management 
c o v e r in g  o p e ra t in g  s t a t u s ,  p o l i c i e s ,  and r e s u l t s .  The 
annua l r e p o r t  has  become th e  heya tone o f  t h e  p u b l i c ,  
s to c k h o ld e r ,  and employee r e l a t i o n s  programs in  p r o g re s s iv e  
com panies.
MSlSftPWi* HS&Jk & M  g,SP°£.$° M 
S in ce  tb s  gap o f  s e l f - i n t e r e s t  between management and
s to c k h o ld e r s  i s  a b o u t  a s  wide a s  between management and
employees o r  one o f  t h e  o t h e r  g ro u p s ,  th e re  i s  t h e
n e c e s s i t y  f o r  management t o  make r e p o r t s  a s  a means o f
s e l f - p r e s e r v e t io n • Stockholdera, em ployees, and th e  g e n e ra l
p u b l ic  have become a u s p ic io u s  o f  t h e  " t r e a t  'em rough and
t e l l  'em n o th in g "  type o f  management. In o rd e r  f o r  th e
management group to  rem ain  in  c o n t r o l  fo r  an  i n d e f i n i t e
p e r io d  o f  t im e ,2® f a c t u a l  r e p o r t s  must be m de  which
23 " . . . t h e  power of c o r p o ra te  managements l a  be ­
coming p r a c t i c a l l y  a b s o lu te ,  w h i le  s o c i a l  c o n t r o l s  upon 
t h i s  power rem ain a lm o s t  em bryonic. I t  i s  h e re  sought 
b r i e f l y  t o  examine the  n a tu r e  o f  t h e  power e x e rc i s e d  by 
c o r p o r a te  managements, th e  b a s i s  upon which i t  r e s t s ,  and 
th e  p ro b ab le  l i n e  o f  development tow ard u l t im a te  d e l i m i t a ­
t i o n  o f  t h a t  power l e s t  th e  fe u d a l  o v e r lo rd s h ip  of such 
managements be p e rm i t te d  t o  undermine th e  e n t i r e  a y stem 
o f  p p p ly ln g  p r i v a t e  s a v in g s  t o  econom ically  p ro d u c t iv e  
u s e s .  Such a s tu d y  i s  by no means academ ic. The tendency
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r e v e a l  t o  a l l  in te r e s t  groups  t h a t  t h e  g en era l w elfare  
I s  b e in g  prom oted . C o rp o ra t io n  annua l r e p o r t s  must show 
by f a c t u a l  p r e s e n t a t i o n s  t h a t  management h as  n o t  been 
in d if f e r e n t  t o  t h e  needs of any i n t e r e s t  g roup . The d an g e r  
o f  s o c i a l  c o n t r o l  w i l l  vary  d i r e c t l y  to  th e  d eg ree  t h a t  
management f a i l s  to  s e rv e  t h e  i n t e r e s t s  o f  a l l  economic 
groups and/or to  th e  d eg ree  t h a t  management f a i l s  to  
report s a t i s f a c t o r i l y  on th e  way in  which i t  has se rved  t b s  
economic groups e q u i t a b ly .  The r e p o r t i n g  o b je c t iv e  can 
be accom plished th rough  f a c t u a l  p resen ta tio n s  bu t no t 
th ro u g h  em otional a p p e a l s . 2 ^
toward s o c ia l  c o n tr o l, though b a r e ly  a c q u i r in g  headway, 
must be taken account o f  by b u s in e s s  men l e s t  th e  e x e r c i s e  
o f  powers which th e y  a p p a re n t ly  have and which they  have 
ex e rc ised  in  th e  p a st in v o lv e  them in  e i t h e r  s o c i a l  con­
demnation or le g a l  l i a b i l i t y . " —A. A. B e r le ,  J r . ,  "Management 
Power and S to ck h o ld ers1 Property", Harvard B u s in e ss  gev iew , 
V o l. 5 , Ho. 4 ,  Ju ly  1927, pp. 4 2 4 -4 i5 .
S ince B erle  w ro te  t h i s  statem ent s o c i a l  c o n t r o l s  
have gained co n sid era b le  headway.
21 The fo llo w in g  type o f  management a p p e a l  i s  doomed
to  fa i lu r e :  "Our C aptains o f  Industry have s h o r t s ig h t e d ly
f a i le d  to coop erate In o rg a n iz in g  a v a s t  army of i n v e s t o r s ,
r e a d ily  r e c r u ita b le , to  f i g h t  a g a in s t  u n f a i r  a t t a c k s  by
h ig h ly  organized  la b o r , a s  w e ll  a s  by th e  A dm in istration ,
a g a in st th e  jsany m illio n s  of t h r i f t y ,  s e l f - d e n y in g  i n d iv i d u a l s
and fa m il ie s  o f  modest means whose sa v in g s  have made p o s s ib le
th e  development o f the United S ta te s  i n t o  th e  s t r o n g e s t ,
w e a l t h i e s t ,  most p ro d u c t iv e  n a t io n  in  th e  w o r ld .  The
su pp ly in g  o f  such c a p it a l— i t  ta k e s  over 17,500 to  pro v id e
th e  av e ra g e  Job in  our m anufaoturicy. i n d u s t r i e s —has been
a la rm in g ly  d ry in g  up d u r in g  the l a s t  dozen y e a r s .  In v e s to r s *
f tp c k h o M e r s ,  have a p t  been accorded  an e q u i t a b l e  d«mi by abor l e a d e r s  or toy l e a d e r s  and a g e n c ie s  in  W ashington.*—
B. C. Fortoen, "How to  Link S to c k h o ld e rs  and Management," The
Commarole.l % Flnanola 1 C h ron ic le . V ol. 165, ho. 4598, May“"27,
T9af ,  p r i < F 9 .
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an n u a l  B ep o r t in g  b o l i d e s
Record, In  t h e  P a s t . The r e c o rd  o f  annua l  r e p o r t in g  
ra n g e s  fro® no r e p o r t s  by most c o r p o r a t io n a  a h a l f  c e n tu ry  
ago to  good rep o rt®  by a number o f  c o r p o r a t io n s  to d a y . 
R e p o r t in g  p r a o t lo e e  have n o t  Kept pace w ith  the  changing 
s t a t u e  o f  th e  c o r p o r a t io n  in  r e l a t i o n  t o  t h e  s e v e r a l  
economic g ro u p s , though p ro g re s s  has been m de* In 1927, 
R ip le y  s a id :
"Our American b u s i n e s s ' a f f a i r s ,  in  so f a r  a s  
th e y  have assumed th e  c o r p o r a t e  form th rough  t h i s  
r e c e n t  growth in  p u b l ic  ownership ,  a r e  s t i l l  too  
l a r g e l y  c a r r i e d  on i n  t w i l i g h t .  G rea t p ro g re s s  has 
a l r e a d y  been m d e ;  but I t  i s  h igh t Im  t h a t  th e  
im p e ra t iv e  need of p u t t i n g  th in g s  upon a u n i v e r s a l l y  
sounder f o o t in g  be g e n e ra l ly  u n d e r s to o d .*22
B lp le y * s s ta te m e n t  I s  c o r r e c t  f o r  1948 a l s o .
I t  i s  t h e  u n u su al annua l r e p o r t  th a t  c o n ta in s  eu f fL -
c l e a t  p e r t i n e n t  In fo rm a t io n  f o r  a com prehensive f i n a n c i a l
a n a l y s i s .  A c lo s e  exam ina t ion  o f  a few o f  t h e  b e t t e r  r e p o r t s
shows beyond q u e s t io n  t h a t  management has been u n w i l l in g
t o  r e n d e r  a f u l l  accoun t o f  i t s  s te w a rd sh ip  and t r u s t e e s h i p .
I t  l a  en co u rag in g  t h a t  c o rp o ra t io n  e x e c u t iv e s  a r e
acknow ledging t h e i r  r e s p o n s i b i l i t y  f o r  f u l l  d i s c l o s u r e .
The s p i r i t  o f  t h e  fo l lo w in g  s ta te m e n ts  l a  o am en d s  t i e :
22 ££• « i i * .  P. 157.
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"As you w i l l  g a t h e r ,  we a r e  s t r o n g  b e l i e v e r s  
i n  th e  ad v a n tag e s  o f  f u l l  d i s c l o s u r e  to  th o se  
engaged in  a  ooisiaon v en tu re *  The more we can do to  
cement th e  r e l a t i o n s h i p  among s to c k h o ld e r s ,  manage* 
meat and em ployees, th e  g r e a t e r  w i l l  be th e  bene* 
f i t s  from  our u n i te d  e f f o r t s  f o r  a l l  concerned**23
"More and more t h e  ac co u n tin g  f o r  b u s in e s s  
o p e r a t io n s  i s  becoming p u b l ic  p r o p e r ty ,  This  i s  
a  f a c t  we m ust n o t  ig n o r e . m24
"T h is  i s  t h e  p e r io d  o f  l i m e l i g h t  f o r  th e  
a f f a i r s  o f  American in d u s t r y .  The e ra  o f  cover-up  
and k H l - t h e - s t o r y  i s  d ea d . The p u b l ic  wants 
th e  f a c t s  l a i d  on t h e  l i n e  and i t ' s  up to  us to  
d e l i v e r  t h e  g o o d s» The tim e has  come f o r  us to  
expose ev e ry  f e a t u r e ,  every  s a l a r y ,  every  c o s t ,  
and even a l l  t h e  d i r t  i n  o u r  b u s in e s s  to  th e  
American p e o p le ." * ?
Anntia^ R e p o rts  and t h e  Law. I n d u s t r i a l  c o rp o ra t io n  
an n u a l r e p o r t s  to  s to c k h o ld e r s ,  em ployees, and th e  g e n e ra l  
p u b l i c  a r e  n o t  r e q u i r e d  by l a w . 26 Some c o r p o ra te  by-law® 
r e q u i r e  t h a t  an  annua l r e p o r t  be made to  s to c k h o ld e r s ,  bu t 
u s u a l ly  w ith o u t  s p e c i f y in g  th e  form , c o n te n t ,  o r  scop© o f  
t h e  r e p o r t .  The Hew York S tock  Exchange, f o r  a b o u t 30 
y e a r s ,  has  been e x a c t in g  a p rom ise  to  i s s u e  an n u a l r e p o r t s
23 R rn e s t  C. G e ie r ,  p r e s i d e n t ,  i n  1946 Duplan 
C o rp o ra t io n  Annual R e p o r t .
24 kn d ers  M. V oorhees, chairm an o f  th e  f in a n c e  
com m ittee , U n ited  S t a t e s  S t e e l  C o rp o ra t io n ,  i n  fta&a£t& 
Monthly S u rvey . November, 1946.
25 F re d e r ic k  0 . Craw ford, p r e s i d e n t ,  Thompson 
P ro d u c ts ,  I n c . ,  quo ted  in  e d i t o r i a l ,  Jo u rn a l  o f  A ccountancy . 
V o l. 83 , Ro. 3 ,  March 1947, P* 186*
26 Certain c o rp o ra t io n s  a r e  r e q u i r e d  to  f i l e  annua l 
r e p o r t s  with commissions such a s  t h e  I n t e r s t a t e  Commerce 
Commission, F e d e ra l  Power Commission, and S e c u r i t i e s  and 
txehang© Commission, and w i th  s t a t e  government a g e n c ie s ; 
some a r e  r e q u i r e d  to p u b l i s h  an n u a l s t a te m e n ts .
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t o  s to c k h o ld e r s  from  th o se  f i rm s  making a p p l i c a t i o n  f o r  
l i s t i n g *  However, each  management u n i t  has  te e n  e s s e n t i a l l y  
f r e e  to  make th e  ty p e  o f  r e p o r t  su g g e s te d  by custom, i t s  
c o n c e p t io n  o f  i t®  r e s p o n s i b i l i t y  t o  r e p o r t ,  o r  I t s  d e s i r e .
M m w i i t  Through Mana&msat I n l t l a t i y ©  
S S iJ t i^ S ia a -  S e v e ra l  a s p e c t s  o f  management 
r e s p o n s i b i l i t y  f o r  a d e q u a te  annua l r e p o r t s  to  it©  " p u b l ic s "  
ha1?© been d is c u s s e d  i n  p re v io u s  s e c t i o n s .  Management has 
a m oral o b l i g a t i o n  to  make annual r e p o r t s  which i t  has 
met i n  a  l i m i t e d  way only* As a means o f  em phasiz ing  
th e  n a tu r e  and im p l i c a t io n s  o f  management r e s p o n s i b i l i t y  
f o r  r e p o r t s ,  p e n e t r a t i n g  e x c e rp ts  from th r e e  d i f f e r e n t  
so u rc e s  a r e  g iv e n .
T h is  s ta te m e n t  by Woodrow W ilson i s  even more 
a p p l i c a b l e  to d ay  th a n  i t  was when he made i t  i n  1910:
"A modern c o r p o r a t io n  i s  an  economic s o c i e t y ,  
a  l i t t l e  economic s t a t e - - a n d  n o t  a lw ays l i t t l e ,  
even a s  compared w ith  s t a t e s .  Many modern co r­
p o r a t io n s  w ie ld  rev en u es  and command r e s o u r c e s  
which no a n c ie n t  s t a t e  p o s se s se d ,  and which some 
modern b o d ie s  p o l i t i c  show no approach  to  i n  t h e i r  
budgets* The economic power o f  s o c i e ty  I t s e l f  i s  
c o n c e n tra te d  i n  them f o r  t h e  conduct o f  t h i s ,  t h a t ,  
o r  th e  o th e r  s o r t  o f  b u s i n e s s . . .S o c ie ty ,  i n  s h o r t ,  
has  d is c o v e re d  a new way o f  m assing i t s  r e s o u rc e s  
and i t s  power o f  e n t e r p r i s e ,  l a  b u i ld in g  up b od ies  
economic o u t s i d e  i t s  b o d ie s  p o l i t i c  whioh may, i f  
we do n o t  f in d  th e  means to  p re v e n t  them, th e  means 
3 t  a -U oloalflg  th e  r e e p o a B i b i n U e s  o f  th e m g n  who 
compose them i i t a l i c s  m in e ) ,  dom inate b o d ie s  p o l i t i c  
them selves ' ,» * /
27 from  a d d re s s  r e p r i n t e d  as  Chapter I  o f  W illiam  
Z. R ip le y * .  M ala  S ts s sk  s a l  #*1.1 s t r e e t . Oja.. , o l £ . , p .  6 .
? 0
J a m n  I .  C a f f r e y ,  Chairman o f  th e  S e c u r i t i e s  and 
Bxchange Commission, s a id :
*¥he American C o rp o ra t io n  M s  beoo*ae th e  
focus  of a g r o a t  many s o c i a l  i n t e r e s t s .  Those 
i n t e r e s t s  a ro  o f  to n  a t  lo g g e rh e a d s ,  and ‘th e  r e ­
c o n c i l i a t i o n  o f  t h e i r  c o n f l i c t s  in  th e  l i g h t  o f  
the b e s t  p o s s ib le  o f f i o l o n t  and hones t ru nn ing  
o f  th e  b u s in e s s  2ms come t o  r e q u i r e  th e  e x e r -  
e l s e  of q u a i l  tie®  o f  s ta te s m a n s h i  p. And in  t h e  
moaning of t h a t  word l i e s  imbedded th e  n o tio n  
o f  r e s p o n s i b i l i t y .
"• • .There i s  in  c o r p o r a te  mans gome a t ,  a s  
in  a l l  o th e r  f i e l d s ,  a s e t  o f  t e m p ta t io n s  to  which 
mere human b e in g s  may e a s i l y  y i e l d .  The g r e a t e s t  
o f  th e s e  i s  t o  f o r g e t  th e  r e s p o n s i b i l i t i e s  t h a t  
a r e  im p lied  In th e  managerf s  p o s i t i o n ,  to  f o r g e t  
t h a t  t h e  u l t im a te  ow nership  o f  th e  b u s in e s s  may 
be i n  t h e  hands o f  l a r g e  unvocal I n t e r e s t s ,  t o  
f o r g e t  t h a t  when th e  manager a d m in is t e r s  t h e  a f ­
f a i r s  o f  th e  e n t e r p r i s e  he i s  not d o in g  so on h i s  
own b e h a l f ,  b u t  on b e h a l f  o f  o t h e r s . ”^5
As a p a r t  o f  i t s  1936 r e s ta te m e n t  of fundam ental
o b j e c t i v e s ,  t h e  e x e c u t iv e  com m ittee  o f  th e  American
A ccounting  a s s o c i j t i o n ^  s a id :
" . . . I t  I s  im p o ss ib le  now t o  e sc a p e  th e  
s o c i a l  im p l i c a t io n s  o f  l a r g e - s c a l e  b u s in e s s  
e n t e r p r i s e .  I t s  a f f a i r s  a r e  p a t t e r s  o f  p u b l ic ,  
a s  w e l l  a s  p r i v a t e ,  co n ce rn . P u b l ic  a c c o u n tin g  
must, t h e r e f o r e ,  assume a f u l l  r e s p o n s i b i l i t y  
f o r  t h e  p r e p a r a t io n  o f  sound and in fo rm a t iv e  r e p o r t s  
on th e  o p e r a t io n s  o f  b u d  a s a s ,  or aw a it  th e  tim e 
when the a l t e r n a t i v e  o f  r i g i d  governm ental c o n t r o l  
o f  such m a t te r s  w i l l  become an e s t a b l i s h e d  f a c t .
"Adjusting 3&C P ecu la t io n s  to  Present-day Bus iness  
B e q u i r e i r e n t s , ” lit Current Problems in  Fjnanoia 1 Harm moment, 
F i n a n c i a l  J^nagemsni S e r i  as  . 36, A t t i r 'f  can " S n  aV?efis n t ir~ 
A s s o c i a t i o n ,  Kew York, 1947, p .  31*
29 Was th e  American A s s o c ia t io n  of U n iv e r s i ty  
I n s t r u c t o r ®  in  Accounting u n t i l  Deceirber 1935*
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*To f u l f i l l  such  a f u n c t io n ,  a c co u n ta n ts  can 
h a rd ly  l i m i t  th em se lv es  t o  comment on th e  s t a t e s  
manta p re p a re d  by b u s in e s s  e x e c u t iv e s  f o r  t h e i r  
own purposes*  I t  i s  e s s e n t i a l  t h a t  th e y  develop 
and employ means o f  r e c o r d in g ,  m easuring , and 
i n t e r p r e t i n g  th e  f i n a n c i a l  a s p e c t s  o f  b u s in e s s  
t r a n s a c t i o n s  in  acco rd an ce  w ith  p r i n c i p l e s  and 
s ta n d a r d s  which s h a l l  be d e f i n i t e ,  m e an in g fu l,  
and w id e ly  a p p l ic a b le *  Such p r i n c i p l e s  and s ta n d ­
a r d s  can  be d ev e lo p ed , and shou ld  be developed 
now*
"i*rogress toward t h i s  g o a l has been r e t a r d e d  
by th e  assum ption  on th e  p a r t  o f  some a c c o u n ta n ts  
and b u s in e s s  men t h a t  th e  problem does n o t  e x i s t ,  
o r  can n o t be so lv e d  * I t  has  been argued  o c c a s io n a l ­
l y  t h a t  t h e r e  a re  no p r i n c i p l e s  w hich shou ld  r e ­
s t r i c t  th e  f r e e  use  o f  any one o f  s e v e r a l  p l a u s i b l e  
methods o f  d e te rm in in g  v a lu e s ,  p r o f i t s ,  c a p i t a l ,  
e tc*}  t h a t  everyone sh o u ld  be p e rm it te d  to  ad o p t 
a  s e t  o f  a c c o u n t in g  p r i n c i p l e s  f o r  h i s  own a f f a i r s ,  
and even to  employ d i f f e r e n t  p r i n c i p l e s  a t  d i f f e r e n t  
tim es* I t  h a s  been  w rongly  i n f e r r e d  t h a t  a r e f e r e n c e  
to  b a s ic  p r i n c i p l e s  which shou ld  be c o n t r o l l i n g  
i n  a l l  s i t u a t i o n s  i s  a  demand f o r  un ifo rm  a c c o u n t­
in g  m ethods, fo rm s , and re c o rd s*  T h is ,  o f  c o u rs e ,  
may be im p r a c t i c a l  and unnecessary*
”A more s e r io u s  o b s ta c le  i s  th e  c o n s c ie n t io u s  
b e l i e f  o f  many prom inent and a b le  a c c o u n ta n ts  t h a t  
t h e  o n ly  p r a c t i c a b l e  means o f  improvement I s  th e  
s low , e v o lu t io n a ry  p ro c e s s  in v o lv in g  p e r s u a s io n  
and example th ro u g h  which th e  w orst a c c o u n tin g  
p r a c t i c e s  may be g r a d u a l ly  e l im in a te d *  S ecure  i n  
th e ;  e e n se io u p n ess  o f  r i g h t  i n t e n t ,  th e s e  in d iv id u ­
a l s  a d v o c a te  moving c a u t io u s ly  toward any change 
I n  p o s i t i o n  on c o n t r o v e r s i a l  i s s u e s ,  unaccompanied 
by any v ig o ro u s  o r  p o s i t i v e  e n u n c ia t io n  o f  a r t i c l e s  
o f  f a i t h *  They a r e  encouraged i n  t h i s  a t t i t u d e  by 
many b u s in e s s  men, f i n a n c i e r s ,  and p ro m o te rs ,  who 
f in d  r e a s o n  to  d is c o u ra g e  th e  p u b l i c a t i o n  o f  com­
p re h e n s iv e  and com prehensib le  s ta te m e n ts  of 
b u s in e s s  a f f a i r s *"2°
30 A ccounting  fieview. V ol. 11 , No. 1 , March 1936,
p p .  1-2*
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I t  i s  an  in e s c a p a b le  t r u t h  t h a t  c o rp o ra te  manage­
ment i s  a t  th e  helm o f  o u r  economic system  d e s p i t e  th e  
a u t h o r i t y  o f  v a r io u s  governm ental a g e n c ie s  * I t  I s  a l s o  
a b a s ic  t r u t h  t h a t  c o rp o ra te  manages* n t  has  th e  re sp o n ­
s i b i l i t y  o f  t r e a t i n g  n e i t h e r  em ployees, s to c k h o ld e r s ,  
and th e  g e n e ra l  p u b l ic  nor I t s e l f  a s  a fav o red  c la s s*  
I n s t e a d ,  i t  i s  t h e  r e s p o n s i b i l i t y  of  management to  
c o o r d in a te  th e  I n t e r e s t s  and e f f o r t s  o f  th e s e  g roups to  
t i e  end t h a t  more and b e t t e r  goods and s e r v ic e s  w i l l  be 
p ro v id ed  f o r  a l l *  The s o c i a l  r e s p o n s i b i l i t y  o f  t h e  manage­
ment p o s i t io n  c a n n o t  be s a t i s f a c t o r i l y  d is c h a rg e d  u n le s s  
management makes f r a n k  and com plete d i s c lo s u r e  a n n u a lly  
o f  i t s  s te w a rd sh ip .
The g e n e ra l  p u b l ic  has supreme a u t h o r i t y  i n  a 
democracy. In  every  community t h e  g e n e ra l  p u b lic  i s  made 
up o f  s to c k h o ld e r s  and employees and t h e  u s e r s  o f  th e  
p ro d u c ts  and s e r v ic e s  o f  l a r g e  c o r p o r a t io n s .  The o p in io n s  
o f  th e s e  p e o p le  in  each community a r e  r e s p e c te d .  They 
te a c h  sc h o o l.  They p re a c h  sermons. They p u b l is h  news­
p a p e rs .  They b e l ie v e  and t e l l  o th e r s  c e r t a i n  economic 
t r u t h s  a n d /o r  b i t s  o f  propaganda. F urtherm ore , th e y  v o te .
Economic h i s t o r y ,  in  a n c ie n t  t im es  a s  w e ll  a® in  
th e  r e c e n t  p a s t ,  shows t h a t  when economic difficulties 
a r i s e  t h e  p u t l i o  a s s e r t s  t h a t  management (or whatever 
t h e  designation of th e  control elem ent may be) has not
n
se rv e d  th e  v a r io u s  economic groups e q u i t a b l y  and th e  
management g ro u p  must be deposed o r  i t s  powers a l t e r e d .  
Such a c t i o n  may r e s u l t  from in e q u i t a b l e  a c t i o n  by th e  
c o n t r o l  group o r  by t h e  f a i l u r e  o f  th e  g roup  p r o p e r ly  
t o  i n f o r a  t h e  v a r io u s  economic g ro u p s . Uni*as th e r e  i s  
g r e a t  improvement I n  c o r p o r a te  annual r e p o r t s  a t  l e a s t  
p r i o r  t o  th e  n e x t  economic d e p re s s io n  t h e r e  l a  good reaso n  
to  e x p e c t  them to  come under d i r e c t  F ed era l  r e g u l a t i o n .
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CHAPTER 3
GENERAL CRITERIA FOR ANNUAL REPORTS
The p r e s e n t a t i o n  o f  some ty p e  o f  an n u a l r e p o r t  
t o  s to c k h o ld e r s  has  te e n  a g e n e ra l  custom  f o r  ab o u t  t h i r t y  
y ea rs*  For a s h o r t e r  p e r io d  bu t a t  an in c r e a s in g  r a t e ,  
t h e  a n n u a l  r e p o r t  h as  been s e n t  a l s o  t o  em ployees and 
th e  g e n e ra l  p u b lic *  Custom end t r a d i t i o n  have g r e a t l y  
In f lu e n c e d  t h e  n a tu re  and c o n te n t  o f  t h e  re p o r t*  The 
t r a d i t i o n a l  p o l ic y  i s  one o f  concealm ent In  f i n a n c i a l  
a f f a i r s *  T y p ica l  m o tto es  have been: " t e l l  th© s to c k ­
h o ld e r s  l i t t l e  o r  n o th in g ,"  "what th e y  d o n ’ t  know won’ t  
h u r t  them ,"  " l e t ’ s n o t  say to o  much i n  our an n u a l r e p o r t  
f o r  f e a r  o f  i t s  e f f e c t  upon our employees*" To a n o th e r  
extrem e t h e r e  has been t h e  a d v e r t i s i n g  o r  p u b l ic  r e l a t i o n s  
ap p ro ach : "we have a s to r y  t o  s e l l , "  "g iv e  them s im p l i f i e d
s ta te m e n ts  a lo n g  w ith  c o l o r f u l  p i c t u r e s  and c h a r t s , "
"people  must be convinced  t h a t  f r e e  e n t e r p r i s e —th e  sol© 
S a lv a t io n  o f  mankind—i s  b e in g  smashed by u n n ecessa ry  
government r e g u l a t i o n s  and h ig h  ta x e s* "  Between th e s e  
ex trem es in  p r e s e n t a t i o n ,  a r e l a t i v e l y  few corporations 
have c o n s i s t e n t l y  p rep a red  and d i s t r i b u t e d  informative 
r e p o r t s *
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T hat f i n a n c i a l  communications a r e  r e l a t i v e l y  
tra sa t  1s fa c to r y  t h e r e  can be no d o u b t S t o c k h o l d e r s ,  
em ployees, and th e  p u b l ic  e r e  d i s s a t i s f i e d  w ith  th e  
e x p la n a t io n s  which have been g iven  the® on such  p o in ts  
a s  th e  amount o f  b u sin ess in v e s tm e n t and  r e t u r n  ea rned  
thereon  and th e  r e l a t i o n s h i p s  o f  w ages, c o s t s ,  p r o f i t s ,  
and p r ic e s .  An o p in io n  r e s e a r c h  agency made a su rv e y  In  
1947 and found  t h a t  t h e  p u b l ic  do u b ts  t h e  i n t e g r i t y  of 
corp oration  s ta te m e n ts  d e s p i t e  c e r t i f i e d  a u d i t s , 2 The 
su rvey  report a l s o  co n c lu d ed :
"The p u b l ic  a c t s ,  n o t  on f a c t s ,  b u t  what 
i t  b e lie v e s  t o  b e  f a c t s .  When peop le  do no t 
have th e  t r u t h  abou t b u s in e s s  they  a r e  le d  to  
ta k e  p o in t s  o f  view  o r  s u p p o r t  movements t h a t  
hamper th e  fu n c t io n in g  o f  th e  n a t i o n 1® economy.*3
* Such c o n c lu s io n  h as  been reac h ed  by numerous 
w r i t e r a - -some sym pathetic t o  management e f f o r t s  and some 
very c r i t i c a l  o f  management. C h a lle n g in g ,  c o n s t r u c t iv e  
and recen t a r t i e l e s  from th e  fo rm er  group a r e  th e  
fo llo w in g : K eith  Fowlie o n ,  “E x p la in in g  th e  F a c ts  to
Employees.* H arvard  B u s in ess  Review. Vol. 25, Ho. 2, 
V in ter 1947; WiTiiam"H. ?r'an 'kli'n, ^Improved P u b l ic  
R ela tio n s  Through Improved P u b lic  R e p o r t s ,* H a t!o p a l 
A sso c ia tio n  o f  Cost A ccoun tan ts  Yearbook, KewH?or¥7~
l y t i ,  pp* i6 * P iB i.
2 See “The P u b l i c ’ s A cceptance o f  th e  F a c ts  and 
F igu res o f  B u s in e ss  A ccoun ting ,*  a survey f o r  t h e  
C o n tro llersh ip  F o u n d a tio n , I n c . ,  conducted by Opinion 
R esearch C o rp o ra t io n ,  P r in c e to n ,  Hew J e r s e y , March 26, 
1947*
3 1M1-* p* 12*
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The problem  i s  a s e r io u s  one f o r  management. In  
th e  p ast management h as  g iv en  i t s  b e s t  e f f o r t s  to  t h e  
developm ent and  m anufac tu re  o f  b e t t e r  and b e t t e r  product® 
and t o  th e  e f f ic ie n c y  o f  th e  d i s t r i b u t i v e  system whereby 
th e se  products a r e  d e l i v e r e d  to  the p u b lic *  Management 
has not g iven  com parable s tu d y  to  th e  problem o f  b u s in e s s  
r e p o r ts . The o ld  p a t t e r n  I s  fo llo w ed  o r  t h e  "new b r ig h t  
id ee"  o f  some o th e r  company 1® used . Examples o f  o b je c t iv e  
a n a ly s is  and th o ro u g h  s tu d y  of an n u a l r e p o r t  problem s 
are r a r e .  A f te r  « h a l f - c e n tu r y  o f  r e p o r t i n g ,  th e  b a s ic  
con ten t o f  t h e  a n n u a l  r e p o r t  has changed b u t l i t t l e .
Seed f o r  C r i t e r i a
What i s  a good annua l r e p o r t?  What s p e c i f i c  f a c t s  
sh o u ld  fee in c lu d e d ?  To what e x te n t  shou ld  th e s e  f a c t s  fee 
In terp reted  fey management f o r  th e  r e a d e r?  What should  
be done t o  make th e  report i n t e r e s t i n g  and e a sy  to  read ?  
Should th e  r e p o r t  t e l l  t h e  t r u t h ,  some o f  t h e  t r u t h ,  o r  
a l l  o f  th e truth? These a r e  b asic  q u e stio n s . There a re  
so easy answ ers. Too, th e  c o r r e c t  answers today  a r e  no t 
th o se  o f  tw e n ty ,  f o r ty ,  or s i x t y  y e a rs  ago. I f  th e  John 
Doe Corpoia tier* r e p o r t  f o r  1948 i s  to  be an e f f e c t i v e  
m essenger , t h e  John Doe C o rp o ra t io n  management must answer 
th e s e  q u e s t io n s  a f t e r  thorough  s tu d y  of  i t s  r e l a t i o n s h i p  
t o  I t s  s to c k h o ld e r s ,  em ployees, cus tom ers , o th e r  g roups , 
and t h e  g e n e ra l  p u b l ic .
7 S
I s  i t  p o s s ib le  t o  s t a t e  t h e  jainism® e s s e n t i a l s  o f  
an adequate an n u a l rep ort?  Or, can m eaningfu l s ta n d a rd s  
be s e t  which w i l l  s e rv e  a s  a g u id e  t o  every  c o rp o ra t io n  
l a  th e  p r e p a r a t io n  o f  i t s  a n n u a l  r e p o r t ?  C r i t e r i a  can 
be e e t  up* t h e s e  c r i t e r i a  a r e  unavoidably  s u b j e c t i v e ,  
but th e y  can be s t a t e d  s p e c i f i c a l l y  enough to  s e rv e  a© 
d e f in i t iv e  s ta n d a rd s  f o r  th e  p r e p a ra t io n  and e v a lu a t io n  
o f  annual r e p o r ts *
D e f in it io n s  of a lie p o r t  in  B usiness
Before p resen tin g  and d is c u s s in g  th e  c r i t e r i a  f o r  
annual r e p o r t s ,  I t  i s  a p p r o p r ia t e  to  review  b r i e f l y  th e  
meaning o f a report in  b u s in e s s .  The fo l lo w in g  d e f i n i ­
t io n s  have been s e le o te d  a s r e p r e s e n t a t i v e  ones:
*A report I s  a com prehensive s ta te m e n t  o f  
v e r i f ie d  fa c t s  end Im personal c o n c lu s io n s ,  based 
on f ir s t -h a n d  a n a ly s i s  o f  p re s e n t  or p a s t  co n d i­
t io n s  and o p era tio n s, and compiled f o r  th e  i n f o r ­
m ation , w ith or w ith o u t  recommendations fo r  
fu tu re  a c t io n , o f  e x e c u t iv e s , and c o n t r o l l i n g  
group*"4
"As used in  b u s in e s s ,  a r e p o r t  i s  the o rd e r ly  
p resen ta tio n  o f th e  r e s u l t s  or research  which seeks  
tru th  and in te r p r e ts  f a c t s  I n to  c o n s t r u c t iv e  id e a s  
and su g g estio n s
4 a .  C* Babenroth and C. C* i'arkhurst, Modern 
B usiness g n g llg h . 3rd* ed*, P ren tice -! m i l ,  In c . 7Tfdw¥ or k , 
1 5 4 2 7 7 :  534.
5 A lta  Gwinn Saunders and Chester Reed Anderson, 
B u sin ess R eports, 2nd e d . ,  McGraw-Hill Book  Com nan v .  I n c . .  
K*» TorE. iW K  P. 4.
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"A b u s in e s s  r e p o r t  i s  a w r i t t e n  document of  
c a r e f u l  o r g a n i s a t io n  and a t t r a c t i v e  p h y s ic a l  form, 
th ro u g h  which i s  t r a n s m i t te d  f a c t u a l  Inform ation, 
o r  e x p e r t  o p in io n  t h a t  th e  r e a d e r  must have or  
may m a d  a s  a fo u n d a t io n  f o r  h i s  f u tu r e  p l a n t  -and 
b u s in e s s  d e c i s io n s .
l i s t  o f  t h e  C r i t e r i a  f o r  Annual Be p o r ts
t h e  d e f i n i t i o n s  o f  a r e p o r t  in  b u s in e s s  e r e  
su g g e s t iv e  of  c r i t e r i a  w hich sh o u ld  be fo llow ed  in  a l l  
report p r e p a r a t io n  and e v a lu a t io n .  As c r i t e r i a  f o r  annual 
rep ort purposes t h e  fo l lo w in g  a r e  o f f e re d :
1 .  A c c u ra te : th e  c o n te n t  shou ld  be f r e e  from
e r r o r ;  the  r e p o r t  shou ld  t e l l  th e  t r u t h  w ith o u t  
any a v o id a b le  m is le a d in g  in f e r e n c e s .
2 * Com plete: th e  r e p o r t  should  in c lu d e  a l l
In fo rm a tio n  which th e  r e p o r t  r e c i p i e n t  has a 
l e g i t im a te  I n t e r e s t  in  o r  r i g h t  t o  e x p e c t .
3 . C l e a r : th e  p r e s e n ta t io n  o f  th e  d a ta  should  
'tie "such t h a t  most of  th e  r e c i p i e n t s  can r e t  
th e  c o r r e c t  meaning w ith o u t  d i f f i c u l t y .
4 . I n t e r e s t i n g : th e  r e p o r t  should  have e u f f l -  
c i e n t  r e a d e r  appea l to  encourage i t s  being 
read*
$• B a lan ced : p ro p er  emphasis 1® e s s e n t i a l ;  th e
p r e s e n t a t i o n  should  be such t h a t  th e  p e r t in e n t  
f a c t s  and r e l a t i o n s h i p s  a re  emphasized and 
c o l o r ,  p ic tu re® , g r a p h ic s ,  and s im i la r  d e v ic e s  
a r e  used on ly  i n c i d e n t a l l y  In  th e  t e l l i n g  of 
th e  s t o r y .
6 H o ta r t  Bay A urner, E f f e c t iv e  E nglish  in  B usiness .  
«, S ou thw este rn  P ub li shf'ng ffompiny, M n c I n n 1 ^4 0 ,
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The M a te r ia l  i n  th e  Annual R eport Should Be A ccurate
A ccording  to  th e  d i c t i o n a r y  th e  word " a c c u ra te "  
means " c o r r e c t ,  t r u e ,  f r e e  from e r r o r . "  C e r t a in ly  
everyone would a g re e  t h a t  th e  an n u a l r e p o r t  should  be 
f r e e  from  e r r o r .  Say ing  th e  same thixig in  a n o th e r  way, 
t h e  r e p o r t  shou ld  t e l l  th e  t r u t h  and n o th in g  bu t t r u t h .
T here  must never be any ju g g l in g  o f  f a c t s  o r  f i g u r e s  to  
p roduce a d e s i r e d  e f f e c t .
There can be no q u e s t io n  about th e  v a l i d i t y  o f  
t h i s  c r i t e r i o n .  There can , however, be a q u e s t io n  of  
what r e p r e s e n t s  th e  t r u t h  i n  a g iven  s e t  o f  c i rc u m s ta n c e s .  
T h is  f a c t  n e c e s s a r i l y  stem s from th e  n a tu re  of our economic 
system , ac c o u n tin g  r e c o rd s ,  and t h e  an n u a l r e p o r t .  Economic 
r e l a t i o n s h i p s  a r e  complex; i t s  f a c t o r s  a re  bo th  q u a n t i t a t i v e  
and q u a l i t a t i v e  b u t l a r g e ly  q u a l i t a t i v e .  Account 
r e c o rd -k e e p in g ,  the p r e p a r a t io n  o f  a c co u n tin g  s ta te m e n ts ,  
en d , even, t o  a g r e a t e r  d e g re e ,  th e  p r e p a ra t io n  o f  an 
annua l r e p o r t  r e q u i r e s  th e  e x e r c i s e  o f  judgment. Thus,
In  t e l l i n g  th e  t r u t h  a b o u t  some a s p e c t s  of th e  b u s in e ss  
management has no a l t e r n a t i v e  b u t to  make some d e c is io n s  
abou t which t h e r e  can be an h o n es t d i f f e r e n c e  o f  o p in io n .
But th e  n e c e s s i t y  f o r  t h e  e x e r c i s e  o f  judgment by manage­
ment does n o t  n e g a t iv e  t h e  c r i t e r i o n  o f  ac cu rac y , o f  t r u t h .  
I t  m ere ly  p la c e s  a premium on competent management, g r e a t ly
81
1 Bereaai& g r e s p o n s i b i l i t y  o f  fflaaagejneat to  use extreme,
e a r s  l a  th e  p r e p a r a t io n  o f  every phase o f  th e  r e p o r t  in  
order t h a t  t h e  t r u t h  w i l l  be made a s  p la in  a s  p o ss ib le *
Truth v s .  M lsln fo  m a t  l a n : Some I l l u s t r a t i v e  O ases. 
T e l l i n g  th e  tr u th  i s  more th a n  simply a v o id in g  a l i e .  L ies 
are avoided  i n  p r a o t ie a lly  every  annua l r e p o r t .  At tbs  
earns time i t  i s  r e l a t i v e l y  easy t o  f i n d  in s t a n c e s  in  
which th e  f a c t s ,  in  so f a r  a s  th e  r e a d e r  i s  concerned , 
are not a cc u r a te ly  or t r u t h f u l l y  g iv e n .?  M is in fo rm ation  
i s  o ften  the product o f  a h a l f - t r u t h .  E f f e c t iv e  propaganda 
i s  u su a lly  b u i l t  around some u n d en iab le  f a c t .
As a means o f  f u r t h e r  am p lify in g  th e  n a tu re  of 
th e  problem invo lved  in  ap p ly in g  th e  c r i t e r i o n  o f  ac cu ra c y ,  
some I l l u s t r a t i o n s  from  an n u a l r e p o r t s  a r e  g iv e n .  For 
exam ple, I t  i s  i n c o r r e c t  and  u n t r u th f u l  to  c a p t io n  th e  
r ig h t  hand s e c t i o n  o f  th e  r e p o r t  form b a lan ce  sh e e t  a s
7 S upport o f  t h i s  c o n te n t io n  i s  t o  be found among 
many w r i t e r s  who u n d ers ta n d  and a p p r e c ia t e  th e  t e c h n ic a l  
problems in v o lv e d  in  being  su re  th a t  only a c c u r a te  i n f o r ­
mation i s  g iv e n .  A sample c o n c lu s io n  i s  th e  fo l lo w in g ;  
"Changes in  th e  r e p o r t s  d u r in g  th e  p e r io d  show th e  e f f e c t  
o f  th e  d e s i r e  f o r  more i n v i t i n g  and r e v e a l in g  r e p o r t s ;  
bu t even w i th in  some o f  th e  s im p l i f i e d  s ta te m e n ts ,  
a p p a re n t ly  d es ig n ed  to  en a b le  a l l  to  see  j u s t  what manage­
ment d id  w ith  th e  company, new d e v ic e s  seem to  deve lop  
which may o b sc u re  o r  d i s t o r t  th e  appearance  o f  some of 
th e  f a c t s . ”—Sobert  H. G regory, "Recent Changes in  
C o rp o ra te  Annual R ep o rts  t o  S to c k h o ld e rs ,"  Jo u rn a l  o f  
A ccountancy. Vol. 84, t o .  $, November 1947
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" L i a b i l i t i e s , "  Tbs s e c t io n  a c t u a l l y  in c lu d e s  th e  l i a b i l i t y  
i te m s  and th e  n e t  w orth  o r  c a p i t a l  I tem s , T h is  in a c c u r a te  
s ta te m e n t  i s  p robab ly  h a rm le ss ,  bu t s t i l l  th e re  i s  no 
r e a l  j u s t i f i c a t i o n  f o r  f a i l i n g  to  t e l l  th e  t r u t h .
The use  o f  some p o o r ly  chosen words in  f i n a n c i a l  
s ta te m e n ts  l a  a  f r e q u e n t  cau se  o f  m is in fo rm a tio n .  Mo doubt 
t h e  word " r e s e rv e "  I s  t h e  b e s t  example* C a p tio n s  such as  
" r e s e rv e  f o r  d e p r e c i a t i o n , "  " r e s e rv e  f o r  income t a x e s , "  
" r e s e rv e  f o r  c o n t i n g e n c i e s ,n sad r e s e rv e s  f o r  any number 
o f  o th e r  t h i n g s  a r e  commonly found in  f i n a n c i a l  s ta te m e n ts .  
In  a d d i t i o n ,  v e ry  o f te n  u n l ik e  r e s e r v e  item s a r e  shown 
u n d er  th e  same c a p t io n .  F a i l u r e s  of  th e s e  a o r t a  can be 
av o ided  by com petent and c o n s c ie n t io u s  management.
In  numerous o a s e s ,  in s t e a d  o f  d i s c l o s i n g ,  th e  r e p o r t  
su cceed s  in  c o n c e a lin g  th e  r e e l  c o n d i t io n s  o r  in  m is le a d in g  
th e  unwary r e a d e r .  For example, an annua l r e p o r t  o f  Badio 
C o rp o ra t io n  o f  America showed a n e t  p r o f i t  o f  l e s s  than  
one m i l l io n  d o l l a r s  whereas t h e  s u r p lu s  accoun t showed 
t h a t  i t  had been d e c re a s e d  d u r in g  th e  y ea r  in  ex cess  of 
f o r t y - n i n e  m i l l io n  d o l l a r s .  The r e p o r t  p r e s e n ta t io n  must 
be c o n s id e re d  In a c c u ra te  f o r  p ro p e r  em phasis was not g iven  
t o  th e  r e l a t i o n s h i p  between th e  huge s u rp lu s  e n t r i e s  and 
n e t  p r o f i t .
* For o th e r  exam ples o f  t h i s  s o r t  see  Anderson ? . 
F a r r ,  "Give t h e  S to c k h o ld e r  th e  T r u t h . " S c r ib n e r ’ s M agazine. 
Y o l. I C I I I ,  Mo. 4 . A p r i l  1933# P. 22$.
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I*robably th e  m mt d ece p tiv e  p re se n ta t io n ®  a r e  to  
found in  th e  n a rra tiv e  s e c t io n s  of th e  r e p o r t s *
Examples from 1946 annual reports are the following;
"Out o f  th e  t o t a l  money a v a i l a b l e  to  s to a k -  
h o ld ers and wage earner© a f t e r  th e  o th e r  expense© 
o f  doing b u s in e ss  had been p a id ,  27*2 t im es  a s  
mueh was paid  t o  employees as t o  s to c k h o ld e r s  (th e  
owners o f  th e  company)* The United S t a t e s  D epart­
ment o f  Commerce rep o r ts  for  a l l  c o rp o ra t io n s  d u r­
in g  1944 show a r a t io  o f  7 to  1 * . .
" ..•W ages and s a la r ie s ,  e x c lu s iv e  o f  e x e c u t iv e  
s a la r i e s , amounted to  49*14 $  o f  t o t a l  o p e ra t in g  
e a s ts  and to  2717. 1&5& o f  d iv id en ds p aid*"9
" la  cu rren t wage n e g o t ia t io n s  and p u b l ic  d is ­
c u s s io n s , we f e e l  th a t to o  l i t t l e  emphasis i s  
placed on th e  p rop ortion  o f  t o t a l  income which i s  
a llo c a te d  to  th e  em ployees. Contained i n  t h is  
rep o r t are  some e a s i ly  understood chart© and f ig u r e s  
v h ieh  show th a t in  1940 32#  o f  our t o t a l  income was 
paid  ou t to  our em ployees. I f  we con sid er th e  
la b o r  which i s  a p art o f  the m a ter ia l and su p p lie s  
we purchase to  produce our goods, i t  could be s a f e ly  
s ta te d  th a t  over $ 5$  o f  a l l  our income was returned  
to  lab or or governm ent. Then, when we n ote th a t  
th e  sh arehold ers have an investm ent o f  $ 2,630  per 
em ployee, and th a t  th e  d iv id en ds r e c e iv e d  by th ese  
sh areh o ld ers were on ly  1 . 3#  o f  th e  t o t a l  Income, 
we b e liev e  th a t even th e  s tr o n g e s t  proponents o f  
th e  theory o f In crea sin g  th e  p ro p o rtio n a te  retu rn  
to  la b o r  w i l l  g iv e  p au se*"10
The f ig u r e s  g iv en  above are not doubted, n e v e r th e ­
l e s s ,  th e sta tem en ts are in a c c u r a te . The lo g ic  of bo th  
sta tem en ts i s  unsound. Tne sta tem en ts prove no p o in t and
9 John T. B ea tty , in  " P resid en t•© M eeaa^e,” 1Ql6 
Annual Report o f U nited Specialties Company, p. 6 .
** f ' * 8? 0*?®1;?-' Chairman of the Board, in  in tr o ­
ductory statem ent i .  194* Annuel Report o f  Rockwell 
M anufacturing Company, p .  6 .
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c e r t a i n l y  n o t  th e  p o in t  in tended*  The f i g u r e s  g iven  do 
n o t  by any s t r e t e h  o f  t h e  im a g in a tio n  show t h e  r e a s o n ­
a b le n e s s  o r  u n re a s o n a b le n e s s ,  a b s o lu te ly  o r  r e l a t i v e l y ,
©f e i t h e r  t h e  paym ents t o  employees o r  s to c k h o ld e rs*
In  c o n t r a s t  t o  such  in a c c u r a te  use of c o r r e c t  
f i g u r e s ,  t h e  fo l lo w in g  l o g i c a l l y  sound and a c c u r a te  
I n t e r p r e t a t i o n  o f  management i s  commendablei
"An in fo rm a l  p r e s e n ta t i o n  o f  th e  r e s u l t s  
o f  th e  Company’s o p e ra t io n s  f o r  1946 and an i n f o r ­
mal e x p la n a t io n  o f  i t s  a s s e t s  and l i a b i l i t i e s  a t  
December 31, 1946 appear  on pages  20 and 21 o f  
t h i s  r e p o r t ,  fo llo w ed  by th e  fo rm a l f i n a n c i a l  
s ta te m e n ts  o f  th e  y e a r ,  c e r t i f i e d  by our a u d i to rs *  
The Company’ s b a la n c e  s h e e t s  and income s ta te m e n ts  
f o r  t h e  p a s t  t e n  y e a r s  ap p ear  in  com para tive  form 
on pages 26 and 27*
"A number o f  f a c t o r s  shou ld  be k ep t in  mind 
i n  c o n s id e r in g  th e s e  com para tive  f i g u f e s .  Due 
t o  d i f f e r e n t  p r i c e  l e v e l s  i n  d i f f e r e n t  y e a r s ,  a 
s im i l a r  volume o f  d o l l a r  s a l e s  f o r  d i f f e r e n t  y e a rs  
w i l l  n o t i n d l o a t e  a c o r re sp o n d in g  volume o f  p h y s i ­
c a l  p ro d u c t io n  o r  sa le s*
"A nother f a c t o r  i s  th e  d i s s i m i l a r i t y  o f  our 
war a c t i v i t i e s  compared w ith  our normal o p e ra t io n s*  
For exam ple, ou r  S e l l i n g  and G enera l A d m in is t r a t iv e  
Sxpenses d u r in g  th e  war y e a rs  1942 to  1945, i n c l u -  
. s i v e ,  w ere low compared w ith  t i e  p re -w ar  y e a r s .
T h is  was due t o  th e  c lo s in g  o f  b ranch  o f f i c e s  and 
b ranch  w arehouses and t o  a g e n e r a l  r e d u c t io n  in  
our s e l l i n g  e f f o r t  d u r in g  th e  war* With our 
r e t u r n  t o  c i v i l i a n  p ro d u c t io n  in  1946, th e s e  
expenses  began to  ap p ro ach  th e  pre-w ar l e v e l .
W ith t h e  g e n e ra l  p r i c e  l e v e l  o f  th e  co u n try  now 
b e in g  g r e a t e r  th a n  p re -w ar  and w ith  in c re a se d  s e l l ­
in g  and a d m i n i s t r a t i v e  e f f o r t s  to  ac h iev e  our 
p o s t-w a r  g o a ls  th e s e  expenses h e r e a f t e r  p robab ly  
w i l l  exceed th e  p re -w ar l e v e l .  I t  I s  ex p ec ted  
t h a t  t h i s  w i l l  be r e f l e c t e d  in  our 1947 opera tions .*1*1
11 James DeCamp W ise, la  p r e s id e n t ’s l e t t e r ,  1946 
Annual Report o f  B lgelow ~0anford C arpe t Company, I n c . ,  p . 7*
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L im i t a t i o n s * I t  must be a d m it te d  t h a t  th e re  a r e  
f a c t o r s  which make th e  g o a l  o f  a c c u ra c y  d i f f i c u l t  to  
a t t a i n *  Even managements who a re  uncompromising in  th e  
accuxa cy o f  t h e i r  s ta te m e n ts  must t a k e  i n to  accoun t th e  
l i m i t a t i o n s  o f  a c c o u n t in g  a s  a t o o l  and th e  u n c e r t a i n t i e s  
o f  t h e  f u t u r e  in  th e  p r e p a r a t io n  o f  ©very p h ra se  o f  th e  
r e p o r t .  The p o s s i b i l i t y  o f  m i s i n t e r p r e t a t i o n s  o f  th e  
meaning and s i g n i f i c a n c e  o f  c e r t a i n  r e p o r t  d a t a  cannot 
be com ple te ly  e l im in a t e d .  M is in t e r p r e t a t i o n s  o f te n  stem 
from th e  fo l lo w in g :
/
1 .  A l l  human f o r c e s ,  in c lu d in g  th o s e  of 
economic, s o c i a l ,  p o l i t i c a l ,  moral and every  
o th e r  c h a r a c t e r ,  a r e  ev e r-c h a n g in g ;  human w ants 
change, th e  v a lu e  o f  th e  d o l l a r  changes , © to ..
2 . A ccounting  a t  i t s  b e s t  i s  based on f a c t s ,  
r u l e s ,  e s t im a te s ,  c o n v e n tio n s ,  and p e rso n a l  judg ­
m ent. I t  canno t be m a th em a tic a l ly  a c c u ra te  In 
d e s c r ib in g  th e  economic s t a t u s  of  ;an e n t e r p r i s e .
3. A c c u ra te  a c c o u n tin g  r e p o r t s  o f  p a s t  
r e s u l t s  and p r e s e n t  s t a t u s  of an e n t e r p r i s e  can 
n ev e r  be a c e r t a i n  g u id e  f o r  a p p r a i s in g  f u tu r e  
v a lu e  o f  s e c u r i t i e s .
These l i m i t a t i o n s  in  no way deny th e  e s s e n t i a l i t y  
if t h e  c r i t e r i o n  o f  accu rac y  in  annual r e p o r t i n g .  In s te a d  
th e y  em phasize th e  need f o r  management t o  e x e rc i s e  extreme 
prudence in  th e  p r e p a r a t io n  o f  t h e  r e p o r t .
12 The w r i t e r  d i s a g r e e s  w ith  the  fo l lo w in g  c o n te n t io n :
"My f e a r  i s  t h a t  w ith  a l l  o f  th e  d is c u s s io n  abou t th e  
need  f o r  a c c u r a te  a c c o u n ts ,  and  w i th  th e  assum ption t h a t  they  
can throw  a d e f i n i t e  l i g h t  upon th e  f u t u r e  of th e  company,
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I ja p o r tsa cc  o f  t h e  C r i t e r i o n  o f  Accuracy* T ru th  
o r  ac c u ra c y  o f  th e  f a c t s  l a  a fo u n d a t io n  stori© a 11 ho o f  
o u r  c i v i l i s a t i o n ,  o f  our eeonomie system , o f  our c o rp o ra te  
and p e rso n a l  r e l a t i o n  s h ip s .  The p o in t  needs l i t t l e  
e l a b o r a t i o n  here* The fo l lo w in g  q u o ta t io n s  emphasize th e  
e r i t e r i o n :
" I t  must be a p p a ie u t  t h a t  b u s in e ss  b aa , by 
and l a r g e $ done a h o r r i b l y  in e p t  Job o f  p u b l ic  
r e l a t i o n s *  I t  has f a i l e d  to  t e l l  i t s  s t o r y  in 
a say  t h a t  th e  t r u t h  can be known by la b o r  and 
th e  p u b l i c .  I t  i s  l a r g e l y  i t s  own f a u l t  t h a t  
t h e r e  a r e  so  many m isco n ce p tio n s  about who g e t s  
what* *13
t h e r e  i s  an undue emphasis upon d e t a i l s  o f  a c c o u n t in g ,  
a lm o s t t o  th e  u t t e r  n e g le c t  o f  t h e  o th e r  f a c to r s *
"The ac c o u n ts  a r e  im p o r ta n t ,  b u t  t h e r e  i s  no 
so e ia l u s e fu ln e s s  in  th e  extrem e p r e c i s io n  and extended 
p r e s e n ta t i o n  now being  demanded, and i t  i s  sh e e r  non­
sense to  l e t  th e  p u b l ic  assume t h a t  any acco u n ts  can In ­
d i c a t e  f u t u r e  e a rn in g s  o r  f u tu r e  m arket v a lu e•  "—John M* 
Hancock, " R e s p o n s ib i l i ty  to  I n v e s to r s  on th e  F a r t  o f  th e  
P u b l ic  A ccountan t and His C l ie n t ,* 1 a d d re s s  a t  Accounting 
C lin ic  on Annual B e p o r ta o f  C o rp o ra t io n s ,  N orthw estern  
U n iv e r s i ty  School o f  Commerce, C hicago, A p r i l  26, 1940, 
pp. 44*43*
I t  i s  nonsense  t o  l e t  th e  p u b l ic  assume th a t  any 
a c c o u n ts  can i n d i o a t s  f u tu re  e a rn in g s ,  bu t t h i s  h a rd ly  
r e f u t e s  t h e  need f o r  p r e c i s io n  in  accounting*
*3 M aurice H* S ta n s ,  "An A ccountant Shows th e  Boad 
t o  I n d u s t r i a l  Peace,** J o u rn a l  o f  A ccountancy, V ol. 84,
Bo. 1 , July 1947, pp. 22-U3-
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"N a tio n s ,  l i k e  i n d iv i d u a l s ,  a r e  to o  o f te n  th e  
v ic t im s  o f  p r e ju d ic e  and m isu n d e rs tan d in g . We 
can h e lp  tow ard w o rld  en lig h ten m en t by conducting  
our b u s in e s s  o p en ly , av o id in g  s e c r e t  a rran g em en ts , 
and r e p o r t i n g  f r a n k ly  on our a c t i v i t i e s .  The 
p eo p le  a r e  s o v e re ig n ,  and th e y  must have th e  f a c t s  
i f  t h e i r  judgments a r e  to  be s o u n d . "^4
The Annual R eport Should In o lu d e  A ll P e r t i n e n t  In fo rm a tio n
The word "co m p le te” in  th e  d i c t i o n a r y  means "not 
la c k in g  in  any p a r t . "  In  te rm s  o f  th e  an n u a l r e p o r t  t h i s  
means t h a t  th e  r e p o r t  shou ld  n o t la c k  any in fo rm a tio n  
which i s  p e r t i n e n t  to  th e  needs o f  s to c k h o ld e r s ,  em ployees, 
o r  th e  g e n e ra l  p u b l i c .  The com plete r e p o r t  shou ld  en a b le  
t h e  r e a d e r  t o  fo rm u la te  sound o p in io n s  w i th  r e f e r e n c e  t o  h i s
own r e l a t i o n s  to  th e  e n t e r p r i s e .  He shou ld  a l s o  be a b le
t o  draw some c o n c lu s io n s  in  re g a rd  to th e  r e l a t i o n s  o f  
o th e r  g roups t o  h im s e lf  and t o  th e  e n t e r p r i s e .  In  so f a r  
a s  r e c o rd s  o f  th e  p a s t  and c u r r e n t  f i n a n c i a l  d a ta  can 
be used  a s  a g u id e  in  a p p r a i s in g  p re s e n t  s t a t u s  and p ro b ­
a b l e  f u t u r e  s t a t u s ,  such d a ta  shou ld  be In c lu d e d  in  th e  
r e p o r t .
The r e p o r t  o f  t h e  f u t u r e  must go f u r t h e r  in  d e t a i l ­
in g  th e  f a v o ra b le  and  u n fa v o ra b le  f a c t o r s  a f f e c t i n g  th e  
company. The p r e s e n ta t i o n  o f  a l l  th e  p e r t in e n t  f a c t s  i s  a
14 1 9 4 6  Annual R eport o f  S tandard  O il Company
(New J e r s e y ) , p .  3?
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s a fe g u a rd  %o th e  i n t e r e s t s  o f  th e  management, th e  ©took* 
h o l d e r s , th e  em ployees, and th e  g e n e ra l  p u b l ic ;  incom ple te  
in fo rm a t io n  and good im a g in a t io n s  connive to  th e  good of 
nobody.
Management shou ld  approach  th e  p r e p a r a t io n  o f  th e  
r e p o r t  w i th  th e  id e a  o f  r e p o r t i n g  a l l  s i g n i f i c a n t  f a c t s  
r a t h e r  th a n  w i th  th e  id e a  o f  p re s e n t in g  as s im p l i f i e d  a r e ­
p o r t  a s  p o s s i b l e .  In  p re l im in a ry  p la n n in g  management must 
a sk  i t s e l f  "what f a c t s  a r e  p e r t i n e n t  to  th e  w e l f a r e  o f  
s h a r e h o ld e r s ,  em ployees, consum ers, and th e  p u b l i c , ” Of 1 
cou rse , t h e  answer canno t be th e  same f o r  each c o r p o r a t io n .  
I f  a l l  o f  th e  p e r t i n e n t  f a c t s  a r e  n o t  g iv e n ,  th e  r e p o r t  
w i l l  l i k e l y  be m is le a d in g  and t h e r e f o r e  u n t r u t h f u l ,^5
W "A ccountan ts  appear to  be u n i te d  in  t h e i r  o p in io n  
t h a t  th e  f i n a l  d e te rm in a t io n  o f  t h e  e x t e n t  t o  which i n f o r ­
m atio n  w i l l  be p re s e n te d  in  f i n a n c i a l  s ta te m e n ts  i s  t h e  
p r e r o g a t iv e  of management. S tock  exchanges and r e g u la to r y  
b o d ie s  l i k e  th e  S e c u r i t i e s  and Fxchang© Commission have 
encroached  c o n s id e ra b ly  on th e  d i s c r e t i o n  o f  management 
i n  t h i s  f i e l d  by s e t t i n g  up s ta n d a rd s  of d i s c lo s u r e  to  
which l i s t e d  o r  r e g i s t e r e d  companies must ad h e re .
"The independen t p u b l ic  a c c o u n ta n t  has an ex p ress  
d u ty  t o  perform  w ith  r e g a rd  to  J u s t  what s h a l l  be d iv u lg ed  
In  p u b lish e d  r e p o r t s  and he i s  co n seq u en tly  a n o th e r  l im i t i n g  
f a c t o r  on management1s f r e e  choice# The a c c o u n ta n t ,  in  
e x p re s s in g  h i s  o p in io n  w ith  r e s p e c t  to  th e  f a i r n e s s  of  th e  
p r e s e n t a t i o n ,  i s  r e s p o n s ib le  n o t o n ly  f o r  th e  p r o p r i e ty  o f  
what i s  s e t  f o r t h ,  b u t  a l s o  f o r  th e  In c lu s io n  o f  such 
in fo rm a t io n  a s  i s  n e c e ss a ry  t o  make th e  s ta te m e n ts  n o t  m is­
le ad in g #  So, in  g e n e r a l ,  f i n a n c i a l  s ta te m e n ts  should  
r e v e a l  a l l  m a te r i a l  f a c t s ,  in c lu d in g  ac co u n tin g  p r a c t ic e s  
u se d ,  and th e  n a tu r e  o f  any change in  a c c o u n tin g  p r in c ip le©  
o r  in  t h e i r  manner of  a p p l i c a t i o n . " - - C h a r l e s  S, Hockey, 
"C u rren t P r a c t i c e  in  D is c lo s u re  of In fo rm a tio n  In  F in a n c ia l  
S ta te m e n ts ,"  J o u rn a l  o f  A ccountancy . Vol. 84, No. 3, 
September 1947, P* 202.
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The d i f f i c u l t i e s  in v o lv ed  in  sco u rin g  f u l l  d i s c lo s e  th rough  
an n u a l r e p o r t s  l a  r e c o g n is e d ;  t h i s  c o n d i t io n  merely p la c e s  
a  h e a v ie r  r e s p o n d b i l i t y  on management, a c c o u n ta n ts ,  and 
o t h e r s  who m y  p a r t i c i p a t e  in  t h e  p r e p a r a t io n  of th e  r e p o r t  
t o  e x p lo re  every  avenue w herein  an i n f o r m  t l  on need m y 
e x i s t*  I t  i s  t h e  mutual i n t e r e s t  o f  a l l  groups t h a t  each 
group  be in  a p o s i t io n  t o  know and t o  unders tand  th e  
c o r p o r a t i o n ’ s a c t i v i t i e s . * ^
L im i t a t i o n s . The two c r i t e r i a  s e t  f o r t h  th u s  f a r  
r e q u i r e  a c c u ra te  and com plete d i s c lo s u r e .  Thus t h e  r e p o r t  
sh o u ld  t e l l  t h e  t r u t h ,  n o th in g  b u t  th e  t r u t h ,  and th e  
whole t r u t h .  But can t h e  c o rp o ra t io n  a f fo rd  t© t e l l  th e  
whole t r u t h  w ith o u t  f e a r  of ad v a n tag in g  co m p e ti to rs?
Some c o r p o r a t io n  o f f i c i a l s  have defended t h e i r  p o l ic y  of 
p ro v id in g  a s  l i t t l e  in fo rm a tio n  a s  p o s s ib le  by sa y in g  
t h a t  com plete d i s c lo s u r e  would b e n e f i t  c o m p e t i to rs .  For 
exam ple, &. L. Lf»lumiar s a id :
"To th e  i n v e s t in g  p u b l ic  shou ld  be g iven  th e  
t r u t h  and n o th in g  but th e  t r u t h ,  b u t  a s  t o  th e  
whole t r u t h  I  would make some r e s t r i c t i o n s .  Trade 
s e c r e t s ,  th e  i d e n t i t y  of ousto :r* rs , i M  such 
In fo rm a tio n  s u re ly  must be w ith h e ld  a® I t  would be
*>6 I t  i s  w orthy  o f  n o te  t h a t  the prim ary p ro te c t io n  
of  i n v e s t o r s  p rov ided  th rough  th e  S e c u r i t i e s  Acts of 1933 
and 1934 stems from t h e  req u irem en t of f u l l  d i s c lo s u r e  
b e fo re  any s e c u r i t y  may be r e g i s t e r e d .  Too, th e  9EG 
re q u ire m e n ts  fo llo w  very  c l o s e ly  th e  l i s t i n g  req u irem en ts  
of th e  hew York S tock  Exchange.
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to o  m *y  fo r  t* *  a o a p o tlto r  to  purchase a few  
sh ares or o th er  s e c u r i t ie s  o f  th e  ooaipaay ana th ere­
by o b ta iu  in form ation  extrem ely fistrlm eata l to  tho  
company**!/
The con ception  o f  th e  ty p e  o f  in fo rm a tio n  which a 
corp ora tion  cannot a ffo r d  to  d iv u lg e  has changed consider** 
a b ly  over th e  years**** Mr. h alu m ier's c o m p e ti to r  no 
lo n g er  has to  purchase sh ares o f  s to c k  In  s e c u r in g  Informs* 
tlom* Re can p ro b ab ly  g e t  more d e t a i l e d  In fo rm a t io n  by 
making a p p l i c a t i o n  to  th e  S e c u r i t i e s  and Jhcohange Commission* 
The id ea  th a t  th e  annua l r e p o r t  could  be an impor* 
t e n t  sou rce  o f  in fo rm a t io n  to  c o m p e ti to rs  i s  a f a l s e  no tion*  
A c tu a lly ,  com p etition  a s  i t  e x i s t s  to d ay  i s  u s u a l ly  on a 
d if f e r e n t  b a s i s  from fo rm erly*  A lso , s in c e  th e  annual
*7 "Reports f o r  Banks and th e  I n v e s t in g  P u b l i c , *
fM M Hffin. S & & W t t o t l 9 A .  F in a n c ia l
J fceeu tiv es* S e r ie s  llo* 2 4 , American Management A s s o c ia t io n ,  
Mew fo r k , 1927, p . 2U
18 "A fa v o ra b le  tren d , t h a t  he hopes w i l l  c o n t in u e ,  
i s  th e  changed a t t i tu d e  on t h e  p a r t  o f  top  c o rp o ra te  
o f f i c i a l s  as to  what c o n s t itu te s  *c o n f id e n t ia l* in fo rm atio n *  
l a  o th er  y e a r s , a g r e a t  d ea l o f  f i n a n c i a l  in fo rm a tio n  
m s  w ithheld  from sto ck h o ld ers  on th e  grounds o f  * c o n fi­
d en tia l*  treatm ent or 1trade s e c r e t s *  t h a t  by no s t r e t c h  
e f  th e  Im agination cou ld  be so held* The experienced  
a n a ly s t  i s  w e ll  aware t h a t  c o m p e ti to rs  a r e  p r e t t y  w e l l  
informed about what th e  o th e r  f e l lo w  i s  do ing  and why*
He knows th a t companies make t h e i r  b u s in ess  to  f in d  o u t 
hew much, how p r o f i ta b le ,  end how e f f i c i e n t  a Job t h e i r  
com petitors are d o in g , and f e e l s  t h a t  t h e  owners o f  th e  
b u sin ess  are  e n t i t l e d  to  s h a r e — i f  d e s i r e d —what i s  
probably common knowledge o f  t h e i r  company i n  th e  trad© *’*— 
j 0 m* G a la a ls , "Borne Shortcom ings of  F in a n c ia l  S ta tem en ts  
from th e  S ecu r ity  A n a ly s t 's  P o in t  o f  View," of,
A£gountgJ9£JLt Vol* $ 4 , Mb# 5 , November 1947, p* 172*
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report records primarily a past record-It Is &n unlikely 
so u rc e  of v i t a l  in fo rm a t io n  to a com petito r*  More signifi­
c a n t l y ,  however, i f  competition is keen, there is rea so n  
t o  b e l i e v e  t h a t  com peting f i rm s  e s t a b l i s h  q u ick e r  and 
t e t t e r  ch a n n e ls  o f  i n s i d e  i n f o r m  lion than the annual 
r e p o r t .  A c tu a lly *  through trade a s s o c i a t i o n s  end other 
means i t  has become custom ary for so-called competitors to  
exchange " t r a d e  secrets." For these reasons, fear of 
t u r n in g  over vital - in fo rm ation  to  c o m p e ti to rs  la not a 
f e e l  l i m i t a t i o n  o f  the c r i t e r i o n  of full disclosure in 
an n u a l r e p o r t s .
There i s  a practical limitation to th© amount of 
d e t a i l  w hich  may he in c lu d e d  In  th e  report and which may 
he u s e f u l  to  r e a d e r s .  Every figure known to th e  accounting 
d ep artm en t does n o t have a place in the annual report. 
D e t a i l s  which a r e  i r r e l e v a n t  to th® in fo rm a tio n  need® of 
t h e  r e a d e r  would confuse and mi©load the reader* There Is 
th e  p o s s i b i l i t y  t h a t  unnecessary  detail may overemphasize 
th e  s i g n i f i c a n c e  o f  f u l l  disclosure. For example, the use 
o f  " c e n ts "  in  f i n a n c i a l  s ta te m e n ts  may give a false 
Im p ress io n  o f  th e  accu racy  o f  th e  statements.
F u l l  D i s c lo s u r e : Some Illustrative Cases. Though
i t  i s  not p o s s i b l e  t o  l i s t  all data wM oh should appear 
i n  th e  annua l r e p o r t  i f  i t  i s  to be co n s id e red  complete, 
i t  i s  p o s s ib le  t o  p re s e n t  illustrative ease® which suggest
t h e  way In  which th e  c r i t e r i o n  mu  shou ld  be applied*
The g e n e ra l  need i s  f o r  a &ore complete r e v e l a t i o n  o f  
p e r t i n e n t  f a c t s  then  any change In methods of p r e s e n ta t i o n .  
Some examples o f  f a i l u r e  to  in c lu d e  ad eq u a te  d a ta  which 
e r e  e s s e n t i a l  to  sound a n a ly s i s  o re ;  s a l e s ,  c o s t  of goods 
s o l d ,  r e n ta l c o s t s  ( in  case  o f  r e t a i l  © to re s ) ,  wage® and 
s a l a r i e s ,  e x e c u t iv e  com pensa tion , d e p r e c ia t io n ,  r e s e r v e s ,  
su b s id ia ry  income. In  c o n s id e r in g  th e  J u s t i f i c a t i o n  fo r  
In co m p le te  coverage  o f  such item s  in  annua l r e p o r t s  i t  
Should he remembered t h a t  an n u a l r e p o r t s  u s u a l ly  omit 
fenny s i g n i f i c a n t  d e t a i l s  which a rc  in c lu d e d  in  th e  lG~fC 
r e p o r t s  su b m itte d  each year  to  th e  S e c u r i t i e s  and exchange 
Commission. The in fo rm s t io n  In  th e s e  r e p o r t s  i s  a v a i l a b l e  
t o  t h e  g e n e ra l  p u b l ic .
quit©  a few r e p o r t s  c o n ta in  income s ta te m e n ts  which 
b eg in  w ith  th e  i te m  '’n e t  income a f t e r  c o s t  of goods ©old” 
o r  even "n e t p r o f i t  a f t e r  c o s t  o f  goods s o ld ,  s e l l i n g  and 
g e n e r a l  expenses , e t c . "  The om ission of  th e  s a l e s  f ig u r e  
and v a r io u s  Im portan t expense item s makes th e  s ta tem en t 
a lm o s t w o r th le s s  f o r  a n a ly s i s  p u rp o ses .  I t  means, f o r  
exam ple, t h a t  th e  t r e n d  of s a l e s ,  p r o f i t  m argin, and v a r io u s  
expense I tem s canno t be c a l c u l a t e d .  Gross s a l e s ,  r e tu r n s  
and d i s c o u n t s ,  m isc e l la n e o u s  and n o n - re c u r r in g  income, 
c o a t  o f  goods s o ld ,  and v a r io u s  expense c l a s s i f i c a t i o n s
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should  b* shown a s  s s p a r a te - i t s a a .  Th® r sp ort readsx  
o f t s u  n soda—and o o a a s lo a a l ly  g o ts—a breakdown of g a la s  
by p ro d u c ta  or ctom.#any b re a c h e s . ^
K e la t iv e ly  few reports give specific In fo rm atio n  
on wages ana salaries and executive compensation* Both 
s to c k h o ld e r s  and em ployees have a legitimate interest in 
th e se  f i g u r e s . What right docs management have to withhold 
th e  e x e c u t iv e  compensation f i g u r e ?  Management has empha­
s i s e d  th e  payment to employee® In comparison with the .payment 
s to c k h o ld e r s *  X moie u s e fu l  and meaningful comparison 
would be between wages and salaries and executive compensation*
^  *1 s a t  p e r s o n a l l y . . .w i th  a group o f  s a l e s  managers 
9 t  large c o r p o r a t io n s  and asked  i f  any o f  them lacked  
adequately  e x a c t  knowledge o f  th e  volume o f  b u s in e ss  done 
by th e ir  r i v a l s ,  o r  i f  th e y  would f e e l  em barrassed o r  
handicapped i f  t h e i r  own f i g u r e s  f o r  g ro ss  s a l e s  were 
re g u la r ly  p u b l is h e d —and to  both of  th e s e  q u e s t io n s  t h e i r  
answer was a unanimous *no'*
" I  th en  p u t th e  question in more positive fashion , 
by ask in g  them I f  X would be s t a t i n g  the situation cor­
r e c t ly  when I sa id  that th a  r e a l  r e s u l t  of a corporation 
f a l l i n g  to  p ub lish  i t s  g ro ss  f ig u r e s  was simply to deny 
to  i t s  own shareholders knowledge which was regularly 
a v a ila b le  to  i t s  com petitor companies— and to this question 
t h e  answer w.<s an e q u a l ly  unanimous ’ye®*.
«To c l in c h  t h i s  p o in t  s t i l l  f u r t h e r ,  I  h e a rd ,  on th e  
f lo o r  o f  our m eeting  t h i s  morning, th® t a l c  of th e  co rp o ra ­
t i o n  e x e c u t iv e  who was v ig o ro u s ly  p r o te s t in g  a g a in s t  th© 
su g g e s t io n  t h a t  he p u b l is h  h i s  g ro ss  sa le® , and mm asked 
I f  he knew the g ro s s  s a le s  o f  h i s  co m p e ti to rs .  ’Toss’ , he 
answered, ’I  have them in  my p o c k e t .1»—to, C. H orty , "What 
th e  C o rp o ra t io n  Can Do t o  P r o te c t  the  I n v e s t o r , "  C orpora te  
R e la t io n s  w ith  I n v e s to r s  an d  S to c k h o ld e r s . F im n o I a lM a m g e -  
men t  S e r fes ¥ o . 47$' Arnerican f.*anh lam ent A s s o c ia t io n ,  1935,
p. 11*
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JMMiord s t a  I n a l  a h ig h  p e rc e n ta g e  o f  i s
®ct p a id  o u t  ft© d iv id e n d s  b u t  in s t e a d  ©anagcmon t s  a t tem p t 
t #  n o rm a liz e  d iv id en d s o v e r  a p e r io d  o f  y e a r s ,  In s te a d  
of  showing how employees a r e  g u tt in g  payment © which th e  
s to c k h o ld e r s  a r e  p ro b a b ly  e n t i t l e d  t o  g e t ,  management 
cou ld  t o r e  l o g i c a l l y  comp®*® I t s  com pensation w ith  t h a t  o f  
th e  employees* S to c k h o ld e rs ,  em ployees, and th© g e n e ra l  
publ i e  b a r e  a  d i r e c t  I n t e r e s t  in  management s a l a r i e s ,  
to n s© as , and p e n s io n s ,  and th e  t e s t  o f  t im e w i l l  b r in g  
th e  f i g u r e s  I n t o  th e  open*2$
f u l l  d isc losu re o f  t h e  a c c o u n tin g  f ig u r e s  does n o t  
always mean adequate d i s c l o s u r e  has been a t t a i n e d *  Complete 
d isc lo su re  o f t e n  requ ire©  management to  g iv e  some f a c t s  o r  
in te r p r e ta t io n s  n o t r e v e a le d  by b a re  num erica l d a ta *  f o r  
example* th e  mere amount of  p la n t  a d d i t io n s  o r  m achinery 
e x p e n d i tu re s  i s  n o t  r e v e a l in g *  Management neeKs to  i n t e r p r e t
"Judged by th e  m is s in g  In fo rm a t io n — th e  In fo rm a tio n  
th a t  ought p ro p e r ly  to  be i n  annual r e p o r t s  bu t which i s n ’ t  
th e r e — a l l  to o  many managements a r e  s u b je c t  t o  v a l i d  
c r it ic is m *  fhes© rim  a wide gamut— from th o se  which r e v e a l  
th e a b s o lu te  minimum o f  in fo rm a tio n  th a t  they  th in k  they  
o&n *g©t away with* t o  th o s e  which ta k e  p a r t l y  j u s t i f i e d  
p r id e  in  e lab orate  r e p o r t s  which n e v e r th e le s s  le a v e  o u t  
som ething t h a t  every s to c k h o ld e r  ought to  M ve p re se n ted  to  
b t» , in  th e  l a t t e r  case© what i s  most u s u a l ly  o m it te d  i s  
adequate in fo rm a t io n  ab o u t t h e  e x e c u t iv e s  who manage th e  
e n te r p r ise  and what they pay them selves f o r  so  doing**—
"What i s  M issing  i n  C orp o ra te  R e p o r ts ,*  s  column in
ojP J a i l  S tr e e t .  Vol* 71 , *fo* $# December 12, 1942,M agazine
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t h e  s i g n i f i c a n t s  o f  such a  f i g u r e  by s e t t i n g  f o r t h  th© 
change in  c a p a c i ty ,  I f  any , th e  expected  change in  u n i t  
o p e r a t in g  c o s t s ,  e te«
Im portance  o f  t h e  C r i t e r i o n  o f  C om pleteness. The 
w ide d i s t r i b u t i o n  o f  s to c k  ow nership  and th e  huge sh a re  o f  
t o t a l  b u s in e s s  whlofe i s  done by co rpora tion®  impose upon 
management a d u ty  f u l l y  to  d i s c l o s e  a l l  p e r t i n e n t  f i n a n c i a l  
f a c t s .  In  sp it©  o f  th e  obvious r e s p o n s i b i l i t y ,  c o rp o ra te  
management has on th e  whole f a i l e d  to  p re p a re  com plete 
r e p o r t s  on I t s  s te w a rd sh ip .  Management must r e a l i s e  th a t  
l a r g e  c o r p o r a t io n s  hays become sem i- p u b l ic  I n s t i t u t i o n s  and 
a s  such f u l l  l i g h t  o f  p u b l i c i t y  i s  e s s e n t i a l  t o  th e  i n t e r e s t s  
o f  s to c k h o ld e r s , em ployees, th e  g e n e ra l  p u b l ic ,  and even to  
management i t s e l f .  A f a i l u r e  to  supply  more com plete and 
s i g n i f i c a n t  f a c t u a l  d a ta  i s  su re  t o  le a d ,  in  t im e ,  to  govern­
ment r e g u la t io n  o f  annua l r e p o r t s .  Management sh o u ld  no t 
f e a r  t h e  whole t r u t h  a s  much a s  th e  m is in fo rm a tio n  which 
n e c e s s a r i l y  r e s u l t s  from in a d e q u a te  in fo rm a t io n .  The 
p o s i t i o n  and i n t e r e s t  o f  each  group i s  i n  jeopardy  when 
p e r t i n e n t  f a c t s  a r e  w i t h h e l d .25
21 * . • .Management i s  s t a r t i n g  to  r e a l i z e  th e  
n e c e s s i t y  o f  t a k in g  la b o r  I n to  i t s  co n f id e n c e ,  d i s c l o s i n g  
i t©  f a c t s ,  end b r in g in g  th e  t r u t h  to  l i g h t .  I t  i s  f in d in g  
t h a t  d i s c l o s u r e  i s  in  it®  i n t e r e s t ,  and t h a t  d i s c lo s u r e  
i s  i t s  b e s t  d e fe n s e  a g a in s t  th e  w ild  e rroneous  Id e a s  c re a te d  
and f o s t e r e d  i n  th e  minds of th e  p u b l ic  about e x o r b i ta n t
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t h e  f i r s t  c r i t e r i o n  was t h a t  th e  r e p o r t  d a ta  should 
fee a c c u r a te  and t h e  second t h a t  the r e p o r t  ah ©old co m p le te ly  
d i s c l o s e  th e  p e r t i n e n t  f a c t s ,  t h e  t h i r d  c r i t e r i o n  i s  t h a t  
t h e r e  sh o u ld  be a c l e a r  p r e s e n ta t i o n  o f  th e  f a c t s .  The word 
• c l e a r "  m eans, a c c o rd in g  t o  th e  d i c t i o n a r y ,  •free  from 
a n y th in g  th a t  dims o r  o b sc u re s ;  f r e e  from a d u l t e r a t i o n  o r  
C o n tam ina tion ; r e a d i l y  apprehended o r  comprehended; f r e e  
o f encum bering cond lt i o n s . w Then, th e  p r e s e n ta t io n  o f  th e  
t a c t u a l  d a ta  must be such t h a t  most o f  th e  r e c i p i e n t s  can 
g e t  th e  c o r r e c t  meaning w ith o u t  d i f f i c u l t y .  The annue l 
r e p o r t ,  a t  b e s t ,  canno t be easy o r  l i g h t  r e a d in g ,  t h e r e f o r e ,  
s p e c i a l  e f f o r t  i s  r e q u i r e d  to  a s s u r e  t h a t  th e  language 
used  i s  c l e a r  and u n m is tak a b le .  The o rg a n is a t io n  o f  th e  
m a te r i a l  should  be c o o rd in a te  and l o g i c a l .
r e t u r n s  t o  c a p i t a l  a t  th e  expense of l a b o r .  Labor, in  t u r n ,  
seems a b o u t  to  r e e o g n l s e  t h a t  i t s  encroachment a upon th e  
r i g h t s  and com fo rts  o f  t h e  g e n e ra l  p u b l ic  a r e  h u r t in g  I t s  
cau se  and t h a t  th e  e r a  o f  b r u te  f o r c e  in  g a in in g  it©  
o b j e c t i v e s  i s  approaoh lng  th e  end. W itness th e  r e c e n t  
employment o f  ec o n o m is ts ,  such a s  H ubert N athan , to  s tu d y  
b u s in e s s  c o n d i t io n s ,  t r e n d s ,  and s t a t i s t i c s  f o r  t h e  purpose  
o f  b o l s t e r i n g  i t s  argument® f o r  In c re a se d  wage®, and th e  
r e c e n t  s ta te m e n t  o f  W illiam  G reen, p r e s id e n t  o f  th e  
American F e d e ra t io n  o f  Labor, who acknowledges t h a t  ’ l a b o r  
n ee d s  h e lp  In  making i t s  wage c la im s mor* r e a l i s t i c ’ . 
i n t e l l e c t u a l  c o n te n t io n  may soon succeed p h y s ic a l  c o n te n t io n .  
I t  would be a s t e p  In  th e  r i g h t  d i r e c t i o n ,  because i t  would 
of n e c e s s i t y  have t o  s t a r t  w ith  u n d e r ly in g  f a c t s . " - - M a u r ic e  I f .  
S ta n s ,  "An A ccountan t Shows th e  Hoed to  Indue t r i a l  Peace, ” 
J o u r n a l  o f  A ccountancy . V ol. 84, No. 1 , Ju ly  1947, pp. 21-22*
Xb o b ta in  lu g  c l a r i t y  of presentation the report 
w r i t e r  must ad ap t th e  r e p o r t  to the reader* It i s  aasen* 
t i a l  t h a t  th e  w r i t e r  a n t i c i p a t e  the reader’s attitude, 
h i s  b i a s e s ,  h i s  economic motives, and the questions w hioh 
a r e  l i k e l y  t o  a r i s e  i n  h i s  mind as he reads the report.
In p r e p a r in g  an i n t e l l i g i b l e  report management must not 
be concerned  w ith  "what should we t e l l  them” b o  much as 
w ith  ’’what do tn e y  (the readers) want us to t e l l  them.”
S l s m x l s -  Xa£uenesa : Some Illu strative  Cases.
A o tw ith s te n d in g  comments t o  the contrary, accountants
have n o t  a c q u ire d  o r  do  n o t e x e r c i s e  th e  a r t  o f  e x p re s s in g
them selves i n  uneq u iv o ca l la n g u a g e .22Many accoun t c a p t io n s  
a r e  In co m p le te  and u n re v e a l ing a s  to  th e  exact nature of
t h e  i te m s .  The fo l lo w in g  i te m s  from annual r e p o r t s
i l l u s t r a t e  th e  p o in t :
" S e c u r i ty  in v e s tm e n ts ,  a t  c o s t  o r  le ss"* -(W h at 
i s  t h e  s i g n i f i c a n c e  o f  " s e c u r i ty " ? )
"Sundry r e s e r v e s  f o r  in su ra n c e  and contingencies"— 
(Gan be most a n y th in g .)
"N o n -cu rren t n o te s  and ac co u n ts  r e c e iv a b le  (partly
s e c u re d ) ( Whose n o te s  and accounts, and amount 
o f  s e c u r i ty ? )
"E e e e iv a b le a "— (B r ie f  enough, but not very enlight­
en in g . )
" D ep re c ia t io n  and o b so le scen ce"  and "Insurance and 
c o n t in g e n c ie s "  shown as  r e s e rv e s  under l i a b i ­
l i t i e s  s e c t i o n — (Bad! Bad I )
22 See J .  M. Bowlby, "P u b lic  A cco u n tan t’ s  R esponsi­
b i l i t y  t o  t h e  C l ie n t  and  I ts  S e c u r i ty  Holder®," address a t  
A ccounting  C l in ic  on Annual R ep o rts  of C o rp o ra t io n s ,  
N o rthw este rn  U n iv e r s i ty  School o f  Commerce, Chicago,
April 2 6 ,  1940, p. 25.
Borne p ro g re s s  hm  beau made in  s u b s t i t u t i n g  l a y ­
m a n 's  language  f o r  9 0 m# of t h e  custom ary t e c h n ic a l  
a c c o u n t in g  te rm s , bu t the  above examples I n d i c a t e  t h a t  
c l a r i t y  l a  an Im p o rtan t c r i t e r i o n .
Among o t h e r s ,  U nited  S t a t e s  S te e l  C o rp o ra t io n  baa 
succeeded  in  c l a r i f y i n g  i t s  f i n a n c i a l  s ta te m e n ts  by s tre a m ­
l i n i n g  and su m m a r is in g ^  th e  s ta te m e n ts  which re d u c e  them 
t o  an u n d e rs ta n d a b le  fo rm . S u p p o rtin g  sc h e d u le s  c o n ta in  
d e t a i l e d  in fo rm a tio n  which i s  a v a i l a b l e  f o r  use  by th o se  
who want t o  a n a ly s e  th e  r e p o r t  th o ro u g h ly .
I t  la  p n rad o x io a l t h a t  th e  f o o tn o te s  o r  n o te s  to  
t h e  f i n a n c i a l  s ta te m e n ts  a r e  in te n d e d  a s  e x p la n a to ry  o r  
c l a r i f y i n g  and y e t  th e s e  n o te s  in  most r e p o r t s  need more 
c l a r i f i c a t i o n  than  p o s s ib ly  any o th e r  s e c t i o n  o f  th e  
r e p o r t .  Remington R an d 's  e x p la n a t io n  o f  i t s  p ro p e r ty  
i te m  l a  a good example o f  vague, i n d e f l n i t i v e  f o o tn o te s :
" P r o p e r t i e s  a r e  c a r r i e d  on th e  b a s i s  o f  
amounts on th e  books of  c o r p o r a t io n s ,  th e  capital 
s to c k s  o r  n e t  a s s e t s  o f  which were a c q u ire d  f o r  
c a p i t a l  s to c k  o f  th e  Company and f o r  cash, plus 
e x p e n d i tu re s  s in c e  a c q u i s i t i o n ,  l e s s  w rite-dow ns 
(a g g re g a t in g  13 ,722 ,782) in  1928 and 1933 and less  
th e  c a r r y in g  amounts f o r  p r o p e r t i e s  d ism a n tle d ,  
r e t i r e d  and s o l d .* 2*
23 I t  i s  a p p a re n t ,  however, that some of the 
" s im p l i fy in g  o f  a c c o u n t in g  reports** Is accom plished as a 
means o f  dodging f u l l  d i s c lo s u r e -  To simplify does not 
n e c e s s a r i l y  mean t o  c l a r i f y .
2*> 1946 Annual R e p o r t ,  p . 10*
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la  e e a tr a e t  to th is  ooverage i s  th e  very  oomsendable 
breakdown l a  th *  H alted  S ta te s  s t e e l  rep o rt2® of th e  p ro p e r ty  
I t  ewe and th* offsettin g  reserves by ty p e s  showing a d d i t i o n s ,  
deductions, end t r a n s fe r s  during th e  y e a r ,  Saergeney 
f a e l l l t le s  ere shown separately.
These era  on ly  e few o f th e c o u n tle s s  ways i s  which 
olarlty 1s or Is  s o t  achieved. In o la r i t y ,  l i e s  stren g th ;
•a
management cannot a ffo rd  l a s s .
l im it a t io n s * There i s  one l i m i t i n g  f a c t o r  which 
cannot be com pletely  o b v ia ted *  The annua l r e p o r t  cannot 
bo iRftdo sim ple and c l e a r  enough f o r  everyone to  understand*  
W riting domn t o  th e  r e a d e r , a s  f o r  enample in  c o m !o -s t r i  p 
f a s h i o n t i n  the rep ort l a  n o t  d e s i r a b le *  The o b je c t i v e s  
o f  o la r l t y ,  c o m p le ten ess ,  and accuracy  cannot be ach ieved  
by attem pting  t o  naJce th e  r e p o r t  i n t e l l i g i b l e  to  a l l  
s to ck h o ld e rs , em ployees, and the g e n e ra l  pub lic*
th e  moat troublesom e d eterren t to  o l a r i t y  in  annua l 
r e p o r ts , however, stems from th e  v a ry in g  a p p l i c a t i o n s  o f  
" gen era lly  accep ted  accounting  p r i n c i p l e s . " The a c co u n tin g  
p ro fe ss io n  has been concerned about t h i s  problem  th ro u g h ­
out i t s  h is to r y , but much remains to  be d o n e . 26
“  1946 Annual R eport, p« 33*
^ A
t :. . > # w th e  p ro f  essioru ha s the very real obligation
to develop, in a more defin itive sense, standards of -treat-i 
ment in the application of accounting principles which w ill
w
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Im portance g f  | l | e  C r i t e r i o n  of  C l a r i t y , P e r t i n e n t  
f a c t e  and even a l l  o f  " the  p e r t i n e n t  f a c t a  l a  an annua l 
r e p o r t  a r c  a lm o s t w o r th le s s  u n le s s  th e  p r e s e n ta t i o n  i s  
i n t e l l i g i b l e  t o  moat o f  th e  r e a d e r s .  A r e p o r t  f u l l  o f  
f a c t s  i s  v a lu e le s s  I f  I t  i s  n o t  read  and u n d e rs to o d .
Much of th e  c u r r e n t  i n d u s t r i a l  s t r i f e  would be 
q u ic k ly  d i s s i p a t e d  i f  l a b o r  co u ld  s e e  c l e a r l y  l i e  s t a t u s  
and r e l a t i o n s h i p  to  management and  c a p i t a l  and i f  management 
and c a p i t a l  In  tu r n  cou ld  se e  i t s  s t a t u s  and r e l a t i o n s h i p s  
t e  t h e  o th e r  two f a c t o r s ,  Bach f a c t o r  must have a b e t t e r  
a p p r e c i a t i o n  o f  th e  c o n t r i b u t i o n s  to  th e  t o t a l  economic 
p ro d u c t made by each f a c t o r  and  a  c l e a r e r  u n d e rs ta n d in g  
o f  th e  b a s i s  o f  th e  d i s t r i b u t i o n  o f  th e  economic p ro d u c t .  27
be  mere un ifo rm , and hence be l e s s  s u b je c t  t o  t h e  p o s s ib le  
c r i t i c i s m  of u n j u s t i f i a b l e  v a r i a t i o n .  W ithout in  any se n se  
p r e s c r i b i n g  a p p l i c a t i o n s  which would e l im in a te  th e  n e c e s ­
s a ry  v a r i a t i o n s  a s  de term ined  by p r o f e s s io n a l  judgment* 
f u r t h e r  p ro g re s s  can s u r e ly  be made to  narrow th e  a r e a s  
o f  a l t e r n a t i v e  t r e a tm e n t  o f  s im i l a r  ty p e s  o f  i te m s .  In 
more b lu n t  te rm s th e  a c c o u n tin g  p ro fe s s io n  must com© to  
g r e a t e r  agreem ent w i th in  I t s  own ran k s  a s  to  th e  m ajor 
p r i n c i p l e s  o f  c o s t  and revenue a c c o u n t in g ,w—Vic t o r  Z* 
Brink* "Accounting and I n d u s t r i a l  P eac e ,"  J o u rn a l  o f  
A ccountancy , V ol. 83, Mo. 5 , May 1947* p. "$92C,Tl,rn
27 «we a s  b u s in e s s  men have made s e r io u s  a i s t a k e s  
l a  t h e  p a s t ,  th ro u g h  n o t  p r e s e n t in g  our f i g u r e s  in  t h e  most 
u n d e r s ta n d a b le  way o r  th rough  n o t g iv in g  the®, p ro p e r  
d e s c r i p t i v e  names. Our f i g u r e s  have been hard  f o r  most 
p e o p le  t o  u n d e rs ta n d .  Sometimes they  have been dow nrigh t 
c o n fu s in g .  We ©an and must do som ething  abou t t h a t .  We 
have  to  s e t  our houses in  o r d e r .
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Saeli a g o a l o f  mutual understand! ng cannot be achieved 
im m ediately end through th e  a n n u a l  report alone, but clear 
anneal rep ort p resen ta tio n s  can a e o a l e r a t e  our movement 
toward th e  g o a l t o  b e t te r  a d v a n tag e  than through any other 
medium*
The Annual R eport Should Be I n t e r e s t i n g  and A t t r a c t i v e
The fo u rth  c r it e r io n  la  t h a t  th e  r e p o r t  sh o u ld  
have s u f f ic ie n t  r e a d e r  appeal to  encourage  i t s  be ing  read* 
For th e  f i r s t  th ree  e r i t o r la  to  b e  e f f e c t i v e ,  t h e  r e p o r t  
m a t  be opened and then read* I t  must be re a d  w ith  
genuine in te r e s t*  I t  can be read w ith  such i n t e r e s t  on ly  
I f  a l l  th e  p e r tin e n t f a c t s  are g iven  in  a c l e a r  manner, 
hat th e  e te r y  which i s  so im p o r ta n t  to  th e  r e a d e r  may be 
rece iv ed  poorly  i f  th e  p r e s e n ta t i o n  i s  n o t  i n t e r e s t i n g *
The d ic t io n a ry  meaning o f  " i n t e r e s t i n g "  i s  "g a in  
and keep th e  a t te n t io n  o f ;  in d u ce  (one) to  sh a re  ( i n ) ;
"Our f i g u r e s  have been h o n e s t ,  yesf But that i s  
n o t  enough* he  a r e  in  th e  p o s i t i o n  t h a t  Mr. Hutchins of 
t h e  U n iv e r s i ty  o f  Chicago says engineers ere in , namely, 
t h a t  nobody can u n d e rs ta n d  t; era except another engineer*
Yet we must u l t i m a t e l y  s ta n d  or f a l l  on how well the general 
p u b l ic  u n d e rs ta n d s  our operations and how much they trust 
and b e lie v e  our r e p o r t s  on them* We must do whatever i t  
t a k e s  t o  c l e a r  away th e  misunderstandings and make our 
f ig u r e s  i n t e l l i g i b l e  to ordinary folks."--from an address 
by John L. M cCaffrey, president, International H a rv e s te r  Co., 
b e fo re  t h e  I l l i n o i s  Society of Certified Public A ccoun tan ts , 
December 17, 1946, (Quoted In  I our rial of Accountancy* Vol. 84, 
Ho. 1 , J u ly  1947, p . 2 4 .)
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arouse c u r io s ity  or i n t e r e s t  i n , "  In  r e c o g n i t io n  o f  th© 
Importance o f  a s in te r e s t in g  p r e s e n t a t i o n ,  th e  most n e t i c e -  
a b le  s h i f t  la  annual r e p o r t  p r a c t i c e s  In r e c e n t  years has 
b eta  t h e  Increased  use of p h o to g ra p h s ,  c o l o r ,  and c h a r ts#
The u se o f  th ese sad o th er  r e a d e r - 1 n te r c e t  d e v ic e s  have 
b ees e f f e c t iv e  la  e lim in a tin g  the a p p l i c a b i l i t y  o f  th e  
phrase "dry as aa annual r e p o r t* "  The e f f o r t s  to  make 
th e  rep o r t more in te r e s t in g  and a t t r a c t i v e  were concom itan t 
w ith  th e  r e a l is a t io n  th a t th e annual r e p o r t  could  be made 
t o  serv e  a breeder purpose than m erely t o  supp ly  s to c k ­
h old ers w ith  some f in a n c ia l  f a c t s .
I n te r e s t in g  v s # P a in tc r e s t i n g  R e p o r t s ; Borne 
I l l u s t r a t iv e  P o i n t s # The c r i t e r io n  t h a t  th© r e p o r t  should  
he I n te r e s t in g  and a t t r a c t i v e  has r^ fereno©  on ly  to  th e  
way In which th e  r e p o r t  I s  "packaged"# The rang© o f  sub­
j e c t  m atter which shou ld  bo In e lu d e d  In  th e  r e p o r t  I s  
governed by t h e  c r it e r io n  o f  co m p le ten ess .  I t  l a  a x lo -  
m atio th a t a rep o r t which does n o t  cover  t h e  t o p i c s  In  which 
th e  reader has a r e a l  in te r e s t^ ®  cannot be made g en u in e ly  
in te r e s t in g  by adding c o l o r ,  p i c t u r e s ,  g ra p h s ,  and s im i l a r  
fea tu res#  The p ro d u c t t o  be packaged i s  t h e  t i l in g  of key 
im portance to  th e  re p o r t readers# Packaging  in  an i n t e r ­
e s t i n g  way can only be o f  i n c i d e n t a l  s ig n i f ic a n c e #
23 "Topics o f most i n t e r e s t "  to  s to c k h o ld e r s  i s  
c o n s id e r e d  a t  eom© len gth  In :  E rn e s t  D a le , e d i t o r ,
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A side  from th® d e v io e s  such a s  pictures, c o lo r ,  
and g r a p h ic s  which can he used  in  building an interesting  
r e p o r t ,  t h e r e  a re  some p o s i t i v e  t h in g s  which can be done 
i n  making th e  p r e s e n ta t i o n  i n t e r e s t i n g  o j^ a p p e a l in g  to  th e  
r e a d e r :
1 .  The w hole  r e p o r t  sh o u ld  be  w r i t t e n  from  a p e r ­
s o n a l  approach  r a t h e r  th a n  an im persona l one. N o tic e  th e  
d i f f e r e n c e s  l a  th e  a p p e a l  o f  th e  fo l lo w in g :
"Net p r o f i t s  in  1946, compared w ith  1945, 
f o l l o w s . , , "29
" In  t h e  f o l lo w in g  p a ra g ra p h s  th e  o p e r a t in g  
r e s u l t s  o f  A l l i e d  S to r e s  C o rp o ra t io n  and s u b s i d ia r y  
com panies f o r  th e  f i s c a l  y ea r  ended Ja n u a ry  31, 1947 
( h e r e i n a f t e r  r e f e r r e d  t o  a s  th e  y e a r  1946), and th e  
f i n a n c i a l  c o n d i t io n  a t  th e  c lo s e  o f  th e  p e r io d  a r e  
b r i e f l y  summarized and c e r t a i n  p e r t i n e n t  com pari­
so n s  a r e  made w ith  o p e r a t in g  and f i n a n c i a l  s t a t i s ­
t i c s  o f  e a r l i e r  p e r io d s . "
" P re p a ra t io n  o f  Company Annual Reports", Research Report 
S o. 10 , American Management A s s o c ia t i o n ,  Sew York, 1946,
p p . 19 -22 .
Four r e c e n t  s to o k h o ld e r -o p in io n  su rv ey  r e p o r t s  a r e :  
R alph O a te s ,  "A R eport on S to c k h o ld e r  s * O pinions o f  Annual 
C o rp o ra t io n  R e p o r t s , "  i n  What S to c k h o ld e rs  Want in  Annual 
R e p o r ts ,  F in a n c ia l  Management S e r i e s  No. 587 American 
Management A s s o c ia t io n ,  New York, 1941; "The S to ck h o ld e r  
S p e a k s ," R e p o rts  D iv is io n ,  H era ld  Square Press, Inc., Hew 
York, 1946; "S to c k h o ld e rs  T e l l  What They Wont in  Annual 
R e p o r t s . "  P r i n t e r ys I n k , J a n u a ry  25, 1946, p . 24; Verne 
B u r n e t t ,  "Surveys on’IS to ek h o ld e r  R e l a t i o n s , "  T ru s ts  A 
■h E s t a t e s . V ol. 34, No. 4 , A p r i l  1947.
The r e s u l t s  o f  a number o f  surveys are summarized In  
"C orp orate  In fo rm a t io n  Please," Trusts and ^states, V ol. 31, 
Mo. 1 ,  J u ly  1945, pp . 59-64 .
29*1946 Annual R e p o r t ,  American C h ic le  Company.
1 0 4
"The Annual r e p o r t  o f  th© Cudahy Packing  
Coiapaoy f o r  t h e  f i s c a l  y e a r  ended Rovember 2 ,
194&, lo  su b m itted  h e r e w i t h .1’
" I t  Is  a p le a s u r e  t o  r e p o r t  t h e  p ro g re s s  
which your mmpmy  has  made d u r in g  th e  year.vO
"Your Company h as  com pleted i t s  f i r s t  f u l l  
p e a c e t l a e  y e a r  s in c e  th e  end o f  World.War XI in  
a s t r o n g  c o m p e t i t iv e  p o s i t i o n . *31
*11ha a g r e a t  many o th e r  American m a n u fa c tu re rs ,  
you* company d id  n o t  accom plish  a ;  much d u r in g  th© 
p a s t  y e a r  a s  i t  had a n t i c i p a t e d . " ’ 2
2 . The to n e  o f  t h e  n a r r a t i v e  s e c t io n  o f  th e  r e p o r t  
i s  Im p o r ta n t .  N o tic e  th e  a p p e a l in g  n a tu re  o f  th e  to n e  o f  
th e  l a s t  t h r e e  e x c e r p t s .  The fo l lo w in g  e x c e r p ts  a l s o  sug­
g e s t  a to n e  o f  s i n c e r i t y :
"The Company c o n t in u e s  f i rm  in  I t s  b e l i e f  t h a t  
i t s  o p e r a t io n s ,  t o  he s u c c e s s f u l ,  must b e n e f i t  
c u s to m e rs ,  em ployees, and s to c k h o ld e r s —a l l  t h r e e — 
w i th  g a in  to  a l l  and harm to  none. To th e  a c h ie v e ­
ment o f  t h i s  o b j e c t i v e ,  th e  b e s t  e f f o r t s  o f  t h e  
C a t e r p i l l a r  o r g a n iz a t io n  a r e  e a r n e s t ly  d e d ic a te d ." ™
"In  a d d i t i o n  t o  th e  f i g u r e s  and o th e r  f i n a n ­
c i a l  in fo rm a t io n  I n t e r p r e t i n g  th e  r e s u l t s  o f  th e  
y e a r ' s  o p e r a t i o n s ,  t h i s  1946 Annual L ep o rt endeavors 
t o  t e l l  you abou t th e  s e r v ic e s  r e n d e re d ,  th e  p rob­
lem s f a c e d ,  and th e  p ro g re s s  made. It also endea­
v o rs  t o  p r e s e n t  aa clear a p i c t u r e  as space permits 
o f  th e  a c t i v i t i e s  t h a t  go on in  a merchandise 
d i s t r i b u t i n g  business Ilk© Butler Brothers."
3° 1946 Annual N ep o rt ,  Walt Disney P ro d u c t io n s .
31 1 9 4 6  Annuel R e p o r t ,  The Glenn I .  M artin  Company.
32 1946 Annual 1 eport, LaPlant-Choate .Manufacturing 
C o .,  I n c .
33 1 9 4 6  Annual R e p o rt ,  C a te rp i  l i a r  T ra c to r  Company.
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Limitations. Th© us© of olassy paper ©took, fancy 
covers, expensive bindings, four-color illu stra tio n s, and 
pages of p lo ta r e s  o f  th is  and that oan only help In gain­
ing reader in terest. The primary objective and the current 
problem o f  provid ing  defin itive information pertinent to 
th e  needs o f  s to c k h o ld e r s , employees, and the general 
public remains unchanged. Unfortunately, th ere  i s  reason 
to  believe that more management thought and effort has 
been p la ced  on r e a d e r - in te r e s t  devices than on th® question 
o f  what factual information the stockholders, th® employees, 
and o th er groups are interested in , need, and entitled  to
r e c e iv e .34
An im p o r ta n t  l i m i t i n g  f a c t o r  i s  t h e  l a t e  d a te  on 
c h ie h  many r e a d e r s  r e c e iv e  th e  a n n u a l  r e p o r t  a f t e r  th e
34 "Many c o r p o r a t io n s  have a t te m p te d  to  add ap p e a l 
to  th e ir  annua l r e p o r t s  to  s to c k h o ld e r s  in  r e c e n t  y e a r s .  And 
they  a re  to  be h ig h ly  complimented f o r  th e s e  e f f o r t s .  l e t  
th e  trend  has been tow ard  p a i n t i n g  a p r e t t y  r a t h e r  th a n  an 
in form ative  p i c t u r e  where f i n a n c i a l  f a c t s  a re  concerned .
"The a r t  work in  many o f  th e s e  annual r e p o r t s  would 
do Hollywood proud  bu t p e r t i n e n t  f a c t s  f r e q u e n t ly  a re  grouped 
In auch a way t h a t  th e y  a re  o b scu red . I t  i s  q u i t e  e v id en t  
th a t t h e  i n t e n t  i s  t o  h id e  r a t h e r  than  d iso lo s® . Th© a rg u ­
ment i s  advanced a s a g e n e ra l  r u l e  t h a t  i t  would be unwise 
t o  a llow  c o m p e ti to rs  t o  know what i s  going  on. T h is  argument 
h as  grown very  t h i n ,  p a r t i c u l a r l y  sine® th e  S e c u r i t i e s  and 
Sxoh&nge Commlafcion r e q u ir e s  com plete d i s c lo s u r e  whenever 
new s e c u r i t i e s  a r e  o f f e r e d  t o  th e  p u b l i c . " - - R a lp h  H ender3hot, 
"A f i n a n c i a l  E d i to r  A p p ra ise s  Annual R e p o r t s , ” in  th©
Hew York World T elegram . (Quoted in  J o u rn a l  of A ccountancy, 
f 3 T .“ 3 J7  ko . ’"3 ,  November 1947, p . 39VTT
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c lo s e  o f  th e  f i s c a l  year* For highest reader i n t e r e s t  
th e  r e p o r t  sh o u ld  go out as early as possible* Through 
p ro p e r  advance p la n n in g , th e  r e p o r t  should be ready fo r  
d i s t r i b u t i o n  w ith in  a month or tw o o f the end o f th e  
f i s o  si year*  A f o u r -  to  s i 2 -m onth period prevails generally 
a t the p re s e n t  tim e*
Im portance  o f  th e  C r i te r io n  of I n t e r e c t in g  P re sen ­
ta tio n * The im p o rtan ce  o f  t h i s  criterion need be l i t t l e  
emphasised here* The cad  t r u t h  i s  that it has already been 
eteremphaslzed in p r a c t i c e  i n  com parison w ith  the other 
cr iter ia *  P u b lic  r e l a t i o n s  te c h n iq u e s  have been used too  
eftea  t o  g lo s s  o v er th e  m isu n d e rs ta n d in g s  of corporate 
e a rn in g s , a f f a i r s ,  and r e l a t io n s h i p s  by th e  use  In  annual 
reports o f  l o t s  o f  c o lo r ,  many p h o to g rap h s , a r t i s t i c  
drawings, e t c .  P re o o cu p a tio n  w ith  form and method o f  
presentation  i s  a s  much a d an g er as the original p r a c t ic e  
e f  s ta tin g  t e r s e l y  and w ith o u t glam or some of th e  financial 
statem ent f a c t a  of th e  b u s in e ss*  Color, pictures, n d 
graphs Can c o n t r ib u te  to  b e t t e r  reports but th e  real worth 
©f th e  r e p o r t s  w i l l  alw ays depend p r im a r ily  on the perti­
nence and th e  volume o f  the factual d a ta  contained*
The A n n u a l  P ep o r t  E re& en ta tlo o  Should Be Well Balanced
Four r e q u i s i t e s  ox a good annual r e p o r t  have been 
advanced* Soma o f  th e s e  a r e  r e l a t i v e l y  more important then
1 0 7
others. The most effective report gives proper emphasis 
t o  each of the requisites. A well balanced report is one 
in which appropriate weight and attention has been given 
t o  each phase of the report. The key facts need to be 
displayed prominently and explained and interpreted in some 
d e t a i l .  The more pertinent facts must be presented in such 
way t h a t  the reader interprets them with the right sens© 
o f  proportion and perspective*
The report must be primarily a presentation of 
f a e tu a l  d a t a  in unders,andabio language and attractive 
fo rm a t; partial t r u t h  jazzed up through the use of color 
aftft p i c tu r e s  will not survive the test of time. Though 
fftl report is an important public relations medium, the 
tendency  for the report to be overused as an advertising 
brochure  is regrettable. Some managements are using the 
r e p o r t  heavily for propaganda purposes, devoting large 
s e c t io n s  of the report to biased and emotional statements 
on what they term unnecessary government regulations, 
u n f a i r  labor practices and laws, unfair taxes, etc. Such 
reports lack balance.
Proper Emphasis: Some Illustrative Points. More
th a n  half the pages in some annual reports consist of 
p ic tu r e s  of this and that* In most such reports the finan­
c i a l  statements section is a relatively small proportion 
of the total report. Management must realize that stock­
holders, employees, and the general public are Interested
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In  and need p e r t in e n t  in f o r m t io n  on th e  p rim ary  q u e s tio n s  
o f  how much p r o f i t  was e a rn e d , how i t  was ea rn e d , w hat 
d i s p o s i t io n  was made o f  th e  e a rn in g s , what were th e  o o s ts  
o f  o p e r a t io n s ,  how much h o t t e r  o r w orse was t h i s  re c o rd  
th a n  b e fo re ,  and what shou ld  be ex p ec ted  in  th e  fu tu re *
The f in a n c i a l  s ta te m e n ts  s e c t io n ,  th e r e f o r e ,  must r e c e iv e  
ad e q u a te  coverage*
I t  has been s a id  t h a t  th© on ly  b a s ic  d i f f e r e n c e  
betw een two f irm s  in  th e  same in d u s try  i s  th e  p e o p le . T h is  
may be a  m ild  o v e rs ta te m e n t b u t c e r t a in ly  no one would 
b e l i t t l e  th e  im p o rtan ce  o f em ployees— t h e i r  w ork, pay , 
t r a in i n g ,  a t t i t u d e s ,  a m b itio n s , p rob lem s, h e a l th ,  e x p e r ie n c e , 
e t c . —to  a go ing  concern* Y e t, in  many r e p o r t s ,  from  on© 
se n te n c e  to  th r e e  o r  f o u r  s h o r t  p a rag rap h s  i s  th e  e x te n t 
o f  employee coverage* For exam ple, th© on ly  coverage  in  
th e  1946 U n ited  A i r c r a f t  C o rp o ra tio n  r e p o r t  I s  th e  fo llo w in g :
"At t h i s  p o in t ,  th e re  sh o u ld  be reco rd ed  a 
t r i b u t e  to  th e  w h o le -h ea rted  and e f f e c t iv e  
c o o p e ra tio n  o f  a l l  o f  th e  C o rp o ra tio n 1s em ployees 
w hich p lay ed  such  a v i t a l  p a r t  In  th e  s u c c e s s fu l  
co m p le tio n  o f our re c o n v e rs io n  to  peace tim e 
o p e ra t io n  In  th e  f o u r th  q u a r te r  o f 1946 ."
The r e l a t i v e  im p o rtan ce  o f th e  human elem ent in  
b u s in e s s  i s  d e f i n i t e l y  u n d e r-e s tim a te d  in  most annual r e p o r t s .
Management has in  too  many in s ta n c e s  chosen to  com­
p a re  c e r t a in  d a ta  and t o  draw u n ju s t i f i e d  co n c lu s io n s  th e r e -  
f ro m * ^  S im i la r ly ,  management som etim es chooses to  em phasize
35 For example, see supra, p. S3*
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tike w rong fa c te*  probably th e  b e s t  I l l u s t r a t i o n  o f  t h i s  
i s  th e  emphaai s w h le h  some managements p la c e  on t h e i r -  
ea rn in g s on s a le s  compered to  t h e i r  re tu rn©  on investm ent*  
Many p u b lish ed  rep o r ts  s p e c ify  and © tre s s  the p e rc e n tag e  
o f  each s a l e s  d o lla r  which goes to  s to c k h o ld e r s ;  few r e p o r ts  
sp e c ify  or s t r e s s  th e  p e rc e n ta g e  o f  e a rn in g s  oh In v es tm en t. 
Of the two f a c t s , s to ck h o ld e rs , em ployees, and th e  g e n e ra l 
p u b lic  are  p rim arily  i n t e r e s t e d  in  th e  p e rce n tag e  o f  e a rn ­
in g s  on in vestm en t—th e  f a c t  which management h as  l e a s t  
emphasised* L ik ew ise , on ly  a handful o f  report® c o n ta in  
even meager in form ation  on ex e cu tiv e  com pensation* The 
l a t t e r  f ig u r e  i s  o f  more v i t a l  Importance to  em ployees 
and sto ck h o ld ers than the percentage o f  th e  s a l e s  d o l l a r  
which goes to  p a r tic u la r  g r o u p s*
36 "One c o n s id e r a t io n  to  be remembered i s  t h a t  In  
la r g e  co rp o ra tio n s th e r e  has been a tr e n d  tow ard  r e l a t i v e l y  
f ix e d  r a te s  o f  common-stock d iv id e n d s , so t h a t  th e  r e a l  
i s s u e  in  d iv is io n  o f rev en u es from  p ro d u c tio n  I s  n o t so 
much between owner© and em ployees, a s  between management and 
labor* T h is i s  a consequence o f  th e  w e ll  known divor& e 
between management and ow nership* S im ila r ly  in  sm a lle r  
c lo s e ly  held com panies, n e t  income does n o t a lw ays r e p r e ­
sen t th e rew ard  o f  c a p i t a l  because  th e  ow ner-m anagers 
mey w ish t o  ta k e  a s much a s  th ey  can  in  th e  form  o f 
com pensation, and a s  l i t t l e  as p o s s ib le  in  th e  form  o f  
d iv id en d s , f o r  obvious in co m e-tax  reasons*  T h e re fo re  
an Income statem ent p u rp o r tin g  to  be  in fo rm a tiv e  to  la b o r ,  
which lumps to g e th e r  a l l  management s a l a r i e s ,  bonuses, 
and la b o r  c o s ta ,  and th en  shows th a i  th e  r e g a in in g  p r o f i t  
i s  sm a ll In r e l a t i o n  to  t h i s  t o t a l ,  m ight n o t be honest*
Xt may be even w orse i f  th e  com parison i s  made w ith  n e t 
p r o f i t  a f t e r  d ed u c tin g  income t a x e s .  And there may be 
no sound r e l a t io n s h ip  a t  a l l  if c o n s !deration 1® n o t
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l i m i t a t i o n * T her# I n  on ly  on* broad l im i t in g  
fa c to r  i n  th* a p p l i c a t io n  o f th e  c r i t e r i o n  o f "p ro p e r 
emphasis*" t h i s  fa c to r  i s  th* a b i l i t y  o f  management to  
sen se  and to  succeed  in  hav in g  th e  coverage em phasize th o se  
f a c t s  and r e la t io n s h ip s  which a r e  im p o rta n t to  each in ter-*  
e s te d  group o f  re a d e rs *  Though th e r e  a re  no easy  answ ers 
t o  th e s e  q u e s t io n s , th o se  managements who seek  d i l i g e n t l y  
to  keep th e  record  s t r a ig h t  can a r r i v e  a t  r a th e r  d e f i n i t e  
co n c lu s io n s  as to  what should he em phasized*
f&£ .tPMMffilriMM SL & I»iU. 1 RSEflEV A given 
management, w ith  c r e d it  to  i t s e l f  and th e  g e n e ra l  w e lfa re , 
can hope t o  e l im in a te  p r e v a ilin g  f a l s e  i s s u e s  from th e  
th in k in g  o f  i t s  em ployees, s to c k h o ld e r s ,  and p u b lic  in  o n ly  
one way* The way c a l l s  fo r  th e management to  be su re  t h a t  
th e  th in k in g  o f  th e se  groups w i l l  be in  term s o f  th e  f a o t s  
in  so fa r  as i t s  b u sin ess  i s  concerned* A p rim ary  p a r t  o f  
such an in form ation  program should  be a  w e ll-b a la n c e d  annual 
report*
g iv en  to  th e d if fe r e n c e  betw een p la n t s  th a t  a r e  owned 
and th ose  th a t are  r e n te d , betw een companies f in a n c e d  by 
debt as compared w ith  e q u i ty  c a p i t a l ,  and betw een o p era ­
t io n s  where lab or i s  r e l a t i v e l y  a m ajor o r m inor fa c to r*
I t  i s  an  im p o r ta n t d u ty  f o r  th o se  who have r e s p o n s i b i l i t i e s  
fo r  su ch  f i n a n c i a l  s ta te m e n ts  to  se e  t h a t  m is re p re s e n ta ­
t io n s  arising from such f a c to r s  a s  th e s e  do n o t o cc u r* ”— 
Mward Bm W ilcox, "The R ole o f  A ccountancy in  P ro s p e r i ty  
a r t  P eace,"  fo u r s* !  a t  Accountancy. V o l. 84 , Ho. 4 ,
October 1947, P• 278 .
I l l
Selected Bibliography
"C o rp o ra te  In fo rm a tio n  P le a s e ."  T ru s ts  and E s ta te s .  V ol. 81,
Kg . 1 , J u ly  1945, pp.
D ale , E rn e s t ,  e d i t o r ,  P re p a ra t io n  o f Company Annual B e p o r ts , 
R esea rch  R ep o rt No. 10 , Am erican ^anagem ent A sso c ia ­
t i o n ,  hew Y ork, 1946, pp . 14-28..
F r a n k l in ,  W illiam  H ., "Im proved P u b lic  R e la t io n s  Through 
Im proved P u b lic  R e p o r ts ,"  N a tio n a l A s s o c ia tio n  o f 
P o s t A ooountan ta Yearbook ."New Y ork. l9A ^. p'p. I& 9-182.
Bancook, John M ., " R e s p o n s ib i l i ty  to  I n v e s to r s  on th e
P a r t  o f th e  P u b lic  A ccoun tan t and H is C l i e n t , ” an 
a d d re s s  a t  A ccounting C lin ic  on Annual R ep o rts  o f 
C o rp o ra tio n s , N o rth w este rn  U n iv e r s i ty  School of 
Commerce, C h icago , A p r i l  26, 1940*
S au n d ers , A lta  Gwinn, and A nderson , C h e s te r  R eed, B u sin ess  
R e p o r ts ,  2 n d .e d . ,  M cGraw-Hill Book C o ., I n o , ,
Hew Y ork, 1940, C h ap te rs  13 and  14.
S ta n s , M aurice H ., "An A ccountan t Shows th e  Road to
I n d u s t r i a l  P e a c e ,"  J o u rn a l  o f  A ccountancy , V ol. 84,
No. 1 , J u ly  1947, pp . i9 -£ 8 .
"The P u b l i c 's  A cceptance o f  th e F a c t s  and F ig u re s  of B u s in ess
~ Account i ng,  ̂ a""survey fo r  the S on tro iiersIT T p"^ouM a- 
t lo n ,  In o T , conducted by O pinion R esearch  C o rp o ra tio n , 
P rin ce to n , Hew J e r se y , March 28, 1947.
e m n r n  *
OHBKU, OHUM0fBtnrB» OP TH5 AB80AL REPORT
a *  S t  f la s e f iE  s a ,  M a e e e t i
fte r e  1* an tM w i m  d n lg m tlen  or m u ta tio n  in  
t t e  p resid en t's la tta r  la  aoat report*.  a IhnwMm b  o f the  
la  uhlan tba 100 imports were a d d n n td  follow s!
71 «  n»^|y
l g  •  eteuytlrtyflflj
U  -  Mot aMNMWl sp eo lflea lly  to  «qr group 
(further tn tU ta n  below)
3 — raw p (farth er bmaksftnii tolow}^ F  ^  w W W V i i l W W I ^ M  w ^ P mB i Wf Wf  ^
Of tte  group mol tpooifioaU sr d o ilp a ted  the follow -
Iqg oftptlons ^poup a t topfr la fln n tn i o f ffit p r til4 a it9 s lo tto r i
1 * "Review o f 19*6 fey t te  Chairman"
1 * “fraiiKlant * n P̂ ip g t11 
1 •  "Star fttwilrtsnti'a a p tr t*
1 -  "Carrier (aaaa o f company) in  19K,!
1 - 'M port frcn tte fiwUat o f General Shoe"
1 -  "Report o f t te  h a a ld w t”
1 -  f t o  te a U a a t'a  Statement"
1 -  " usual Report"
1 -  "A Rev iew o f tte  Year by tte  Chainaan"
1 -  "Introductory te tte r  from the Chairman and 
t t e  President"
1 -  Mo caption whatever (P h illip  Morris)
t t e  d e ta il on t t e  three report* under the "other"
a itp u t liw  1* a* follow *t
1 -  "Report to  Plate People—Employee# ,  Stock­
holders, end Custoners"
1 -  Met* under "19*6 Report" captions "This 
repeat  i s  intended both for tte  stockhold­
ers sad enpleyeee, as w ell as oueteners 
and a l l  o tters who hare an in te r e st in  the  




1 * "To til® Members and F rie n d s  o f  th e  
G en era l Foods F am ily1*
Thus o n ly  1# o f  th e  r e p o r t s  a r e  s p e c i f i c a l l y  ad­
d re s s e d  to  one o r more g ro u p s in  a d d i t io n  to  s to c k h o ld e r s .  
A c tu a l ly # how ever, t h e  c o n te n t o f  some o f  th® p r e s id e n t ’ s 
l e t t e r s  i n  th e  re m a in in g  6? r e p o r t s  in d ic a te  t h a t  manage­
ment h as  p re p a re d  th e  r e p o r t  f o r  g roups o th e r  th a n  s to c k ­
h o ld e rs*  Though i t s  r e p o r t  i s  ad d re sse d  "To S to c k h o ld e rs ,"  
M arq u e tte  Cement M an u fac tu rin g  Company p la c e s  th e  fo llo w in g  
s ta te m e n t p ro m in en tly  on a page p r io r  to  th e  p r e s i d e n t 's  
l e t t e r s  "W hile t h i s  i s  p r im a r i ly  a r e p o r t  to  M a rq u e tte ’ s 
S to c k h o ld e rs ,  i t  a l s o  s e rv e s  to  i n t e r p r e t  to  th e  g e n e ra l  
p u h l ie  th e  r o l e  p r iv a t e  in d u s t ry  p la y s  in  s e rv in g  th® b e s t 
i n t e r e s t s  o f  em ployees and th e  consuming p u b lic*
I t  i s  b e l ie v e d  t h a t  i f  th e  r e p o r t  i s  in te n d e d  fo r  
any group o th e r  th a n  s to c k h o ld e r s ,  some c a p tio n  o th e r  th an  
"To s to c k h o ld e r s "  sh o u ld  be u se d . S p e c i f ic  d e s ig n a tio n  such 
a s  "To Employees and  S to c k h o ld e rs "  o r  su c h  a s  t h a t  used by 
Plomb T ool Company o r I n te r n a t io n a l  H a rv e s te r  Company i s  p r e ­
fe r re d *  Good l e t t e r - w r i t i n g  te c h n iq u e  r e q u i r e s  th e  use o f  
a sa lu ta tio n  w hich i s  a s  s p e c i f i c  a s  p o s s ib le ,  There ap p ears
3* T h is  i s  an  u n fo r tu n a te  o v e rs ta te m e n t • There can 
be no l o g i c a l  c o n c lu s io n  a s  to  th e  " r o le  p r iv a te  In d u s try  
plays in  s e rv in g  th e  b e s t  i n t e r e s t s  o f  em ployees and th e  
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p ia tu res.8 C ertainly i t  cannot be said that the sm all size  
rapert i s  la  c o n flic t w ith e ith er o f the basic cr iter ia  of
Of tha n p sfta  included in  th is  study, the auibtr 
e f  pages* eeiattlag the sever pages, rang* fron 16 to  66.3 
M b sassage ia  sa  m n >  S s fu g y tw  o f tha reports range 
bataaaa #0 and #0 pages* lha most saiaasii number o f pagas 
i«  gB and S i pagas* fba eeap lete breakdown on tha 100 re­
p asts fa lle n st
y
( •  pagas 
6 - 2 0  pagaa 
S -  98 pagss 
1 2 - 2 4  pagaa 
8 »  26 pagaa 
1 7 - 2 8  pagaa 
1 - 3 0  pagaa
* Ota stsoldieiaox—opinion survey showed that 70 par 
east preferred a page aiaa approximating tha a lso  of. Time 
S M a i#  98 percen t preferred the aiaa o f Reader's $$ge»-t* 
sad 4 f im n t  preferred tha aiaa o f L ife magazine* **"The 
W lM h lS ii Speaks.” Raperta B ivieton , Herald Square Press, 
& a .i Chisago, 194o* p . 4 .
3 Union QaPbida and Carbon Corporation and United 
Airavaft Corporation Issued separate p icto ria l reports to  
H M p e p  the regular reports. The two reports are consider­
ed as ana in  a ll  er tha analyses o f th is  study.
gate or double-felda are a lso  counted as regular 
pagas without regard to  tha way in  which tha pages are num- 
asitd  in  the report* The sever pages are counted as pages 
1st vie w o f the p ractise e f  sane companies to leave no blank 
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F o r ty -th r e e  o f  th e  r e p o r ts  c o n ta in  no b lan k  pages * The 
M tta lo i i ig  57  r e p o r ts  c o n ta in  from  one to  seven b la n k  p a g e s , 
a v erag in g  a lm ost th r e e  pagaa p a r  re p o r t*  Such pagaa appear 
t o  be a com plete w aste  from th e  v ie w p o in t o f  th e  e f f e c t iv e ­
n e ss  of too rep o r ts*  A pprox im ate ly  o n e * fo u rth  o f  th e  f o s t e r  
t o  & le ia er  rep ort l a  blank* C o n v e rse ly , v e ry  e f f e c t iv e  
use i s  made o f  each o f  tha  co v er pagas by C a te r p i l l a r  T rac­
to r  Company, H alted S ta te s  S te e l  C o rp o ra tio n , aM  m a y  o th e rs*
Tha breakdown on b lan k  p&ges i n  th e  r e p o r ts  fo l lo w s :
43  -  no b lan k  pages 
1 6 - 1  b lan k  page 
1 5  -  3 b lank  pages 
5 - 4  b lank  pages 
1 - 5  b lank  pages 
3 - 6  b lank  pages 
1 - 7  b lan k  pages
Another con ven tion  w ith  s i m i l a r  o r ig in  i s  th e  use 
o f  a t i t l e  page* F i l l s b o r y  M il ls  and P a c i f i c  M il ls  a re  
to o  o f  th e  s e v e r a l com panies w hich fo llo w  th e  co n v e n tio n  
o f  u sin g  a t i t l e  page* The S tu d eb ak er C o rp o ra tio n  and 
the U nited S p e c ia l t ie s  Company b eg in  t h e i r  p r e s i d e n t s ’ 
l e t t e r s  on th e  page which i s  c o n v e n tio n a lly  th e  t i t l e  page* 
t o e  con ven tion a l t i t l e  page i s  n o t an e s c e a t i a l  p a r t  o f 
a goto rep o rt*
Ss.8fiA aL FJMtteerAaM.
to e  tren d  toward the use o f  more and mure p ho tog raphs 
!«  tfee an n u a l re p o r t l a  v e r i f ie d  by th e  fa o t  t h a t  on ly  fo u r
• f  to *  **m * to  a m t o t o  m  p n o to m * .*  a i* * 4 @3' * r  tm* m *  
***** torn ton «r mm m m  * f pfcetograpiwj tow* reports 
tom  so pmsm *r a m i aft mpovto -tomto amro tom  85 p*r 
•awt o f to* »*«m  to  ptetogrepba} to* rvoreg* nunto? o f 
to tto  t o a t o  to  ptototm pto to .lig h tly  to meaaa of ato
P l r ^ ’
A *  flat? BllMrt Vym teAam
to  i i it io n  to  ptoto gmpto* * m la tlm ly  tw  reporfca 
to* im vtag* m i atotohoa. Amag to* empantoa making * f-  
la d l n  «w* o f ( t o  «**to*a am  B it* to ll*  xito>* (W oBna 
p g u if  Im . i am i-togt N ublanjr Corporation.
4 to*** report* are tor to* Cartowmdw* Goamanr* 
to n *  to a m l. C « m * » |im , Xaunooott Coppor Corporatlon, and 
« !L .i« r  D i.t ill* * . Corporation. Carborundum urea to* amall 
S 5 m S . tom * uaoe w n m l .y to a lio  irawlnga, ami shonloy 








































































prom otional a d v e r t is in g  i*  needed* I n t e r n a t io n a l  h a r v e s te r  
Company» N ation a l X»ead Companyf A* A* S ta le y  M anufactu ring  
Company* and Vick Chemical Company a r e  among t h e  companies 
hsvAhg e x c e l le n t  product coverage* The managements o f  th e s e  
and other com panies should  c o n tin u e  to  a s k  th em selv es i f  
th e  prom otional e f f o r t  in  th e  an n u a l r e p o r t  i s  p ay in g  
reason ab le  d ividends*
U nited  A ir c r a ft  C o rp o ra tio n , Union C arb ide and C ar- 
ten  C orporation , and T ick  Chem ical Company app roach  th e  p rob ­
lem in  an in t e r e s t in g  and maybe p r e f e r r e d  way* T ick  Chemical 
Company d ev o tes  t h e  f i r s t  s e c t io n  of i t s  r e p o r t  to  f in a n o ia l  
sta tem en ts and n a r r a tiv e  i n t e r p r e t a t i o n s  and th e  l a s t  h a l f  
to  produet promotion* The o th e r  two com panies i s s u e  s e p a r a te  
f i t t e r l a l  rep orta  a lon g  w ith  th e  r e g u la r  an n u a l r e p o r t s  
whieh con ta in  no p io tu res*  The l a t t e r  p r a c t i c e  o b v ia te s  th e  
c lu t te r in g  up o f  th e  annual r e p o r t  w ith  p ho tog raphs and a l s o  
makes th e  p ic t o r ia l  p ro m o tio n a l m a te r ia l  a v a i la b le  to  groups 
n ot r e c e iv in g  th e  annual r e p o r t .
The p o s s i b i l i t i e s  f o r  in fo rm in g  re a d e rs  th ro u g h  th e  
use o f  p io tu re s  i s  very  l im ite d *  The p ic tu r e s  o f  th e  o f f i ­
cers  and d ir e c to r s  sh o u ld  be in o lu d e d  p e r io d ic a l l y ,  bu t
p ic tu r e s  can th ro w  l i t t l e  i f  any l i g h t  on th e  f in a n c ia l
s ta tu s  o f  th e  company o r th e  p ro g re s s  w hich i t  h as  made over
a p e r io d  o f  tim e* Moving o r  s t i l l  p io tu r e s  o f  v a r io u s  phy­
s i c a l  p r o p e r t i e s  o r  p ro c e s se s  g iv e  no c lu e  to  th e  e f f e c t iv e ­
n e s s  w ith  w hich th e  p r o p e r t i e s  have been used or can be u sed .
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*&• aan u faotu riag  prooesaae ere o f  soma in te r e s t  to  every  
$ w s o a t b a t  i t  i s  doubted t h a t  a know ledge o f  th e  teoh*  
a iq u es  ot  making aluminum, te lep h on e w ir e s , or some o th e r
Item  o r  Item* i s  e s s e n t ia l  to  th e  In fo rm a tio n  needs o f  r e p o r t  
r e c ip ie n t s *
A pparently most photographs a re  p laced  In annual 
re p o r ts  f o r  t h e  purpose o f  making th e  re p o r ts  more in te r *  
e a t in g  and a t tr a c t iv e *  This purpose ©an b est be ach ieved  by 
ju x ta p o sin g  photographs and d ir e c t ly  r e la te d  n a rra tiv e  mate* 
r ia l*  S h is  p lan  i s  a lread y  fo llow ed  In some rep o rts*
There la  rea so n  to  b e lie v e  th a t annuel r e p o r ts  can 
be made in te r e s t in g  and a t t r a c t iv e  w ithou t an av e rag e  o f  
s ix  pages o f  p io tu r e s  in  each report*  fo r  exam ple, th e  
Breen & Biglow  and F* K* M allory A C o ., In c * , r e p o r t s  a r e  
in t e r e s t in g ,  very  a t t r a c t iv e ,  d i s t in c t i v e ,  and even co lo r*  
f u l ,  whereas th e  M allory rep ort does n o t c o n ta in  a p ic tu r e
o f  any s o r t  and th e  Brown and Blglow rep o r t co n ta in s o n ly*
a p e itu r e  o f  th e  p r e s id e n t*5 There i s  d e f i n i t e l y  an over*  
balanee o f p ic t o r ia l  m a ter ia l in  many o f  the r e p o r ts *  A 
conglom eration o f  photographs obscures th e  im portance  o f  
th e  f in a n c ia l  s to r y  w hich th e  r e p o r t  i s  supposed to  t e l l *
More than a g la n ce  a t p io tu r e s  and some o f th e  n a r r a t iv e













v ittt the report a s "Mbits* and u p -to -d a te ." Management 
already knew t t t t  the vogue was to  us* many photographs.
A * Shot fo r  management to  rasMMber, however, i s  th a t what 
i t  "Hdem" Mhqr i t  apt not to  ho "madam" in  tha fu tu re.
I t  a A t t  o f s tr e ss , thaa* who art Interested in  corporate 
N pntta w ill not remember sym pathetically tha "modem"
n i a f l H n ^  H t M M l i t t  -an* mm 4  ~nnm i i  4  ws m m w ii H a a n a  H0MB4 l^ W rW  W W *Tl® pSVl jrwWFPd
f t*  fa u lty  nature o f tha question i s  olearly  re­
v elled  than 63 pataaat w it  th a tth ey  weald think tho sou- 
p u p  n tt "mW ig an honaat e ffo r t to  taka a t understand 
eewpany pragmas."  A la  la  a joke—on the stockholders 
aw arnngaaant. eg hath, P ictures sannot make any substantial 
saatrlbutlon tovard a b atter understanding of oompany prog- 
r e s t, good management must know thin already. Stockholders, 
and other Interested  groups have been learning! 
dona pSblia rela tio n s executives and aenaultants w il l  u lt i-  
H ta ly  learn! p ictures are o f seoondary impertanoe. A 
m i  diM lesore o f tha fin an cia l fa sts  ean be an in terest­
ing story without a lo t  o f p iotures. Photographs sjun. make 
sash a story m m  in ters stin g . In general, pictures are 
ju stifia b le  in  tha report only to  tha extant th at they help  
areata and maintain in terest in  the fin an cia l stosy which Is  
so lapertant to  various groups.
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***** « f  essKtaaftt. in te llig e n t readers expect to  fin d  a 
M O * o f ee«ta ittf in  publications which run in to  a number 
<tf pages. A n  U nt* number of to p ics  oovarad a lso  suggests 
the a lt*  fo r  a raadar guida.
Of tta  18 reports whiah hava tab les o f eontents* these 
o f B alt H —Hr ^ n ta a U ta i! B leetrie Beat Company, Robert 
Oair Co.* In s.*  t a w n l Naters Corporation, Hamilton Watch 
Company, and Baited Statea S teal Corporation are beat.
B leetrla  Boat f a a i i i  aeta the beat example, ae follow s i
C 0 R T 1 K T  8
'a  Reporting P olicy 2
alo S ta tia tiea  a t a 0lance 
Graphic Vena 4
5
the President o f the Company 7
tra n sitio n  to  Baaaa _ 7
8—at Xneons an* Bat * refita  7
toata o f opwratia* 9
faxaa an* Carry-Back cred it 9
W rt* M * «  „  11
gteek Dividend in  preferred and Changea in
d ap ita liaatlen  11
Baaaxvaa and Additions to  Surplus 11
Bet VesWnfe B esets, Cash and Accounts Raeeivabli 12 
Inventories 12
Plant Aeeem t and Beak Value 12
Tezwlnatien o f Contracts 14
u n filled  Orders 14
g«w Products .  14
A eguiaitieB  o f Ganadalr lim ited  14
1 2 6
J6Mgtta> *" a*tel**ted form 17
•; gSSSeSSISS •'“*“*•'• g
iiSHrciftt & a&  to  Sim plified ana axplanatory farm 20
<Bi Batesicr 'a  *raduets gg
X. X . 0« M t w r t i m  gg
C itations to  Sfftaara o f the Company 23
Canadalr A ivaraft 24
U a»  t e i l W l  u tt l» tw  YM itlt 25
naow fea m
Motors aid  generators 26
it Trasses m
frp ek S od ies 27
S . Co S tea l Trawlers 28
i» *»•
Ship t e i l v  and Conversion 28
B. I ,  60 Automatic Maohlnoa 29
X. B. So Castings 29
o f tea  Company 30
it 9* Co Xiao tr io  Pln-Boy 32
jMMXfil&Bl Aooounta 33
Qfaaalidated Balaaaa Shoot aa o f December 31. 1946 34
Surplus Account aa o f December 31 , 1046 36
B a t e  37
A gaod tab le o f eantente should halp In creating  
la ta  vast In tea raport. I t  should appear on tha f ir s t  or 
■ •fate page a f tea report.® Aotually thara la  suoh a oon- 
S ltea ra tlte  a f narrative, p ic to r ia l, and a ta tis tla a l mater- 
t l l  la  many raporta tea t an index, nora than a tabla o f
6  general Batata Corporation places (inadvisedly) 
I ts  tab la o f contents an pass 1 1 .
1
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contents, la a*MM u  •  CRltl te  the contents.? There is  
the'Same need fo r  a lo g ica l w fltr  o f presentation o f tha 
•GpiGh w to U tt as t t m  i s  in  tha aasa ©f a booh* a balance 
shdct, er  any yapart.
Charts
Za m * n l ,  tha graphic method o f presentation is  
tha moat e ffe c tiv e  way to  praaant a ta tls tlo a l data* Vhan 
properly  prepared, ©harts a ttra ct and held atten tion , are 
siap le i s  appearance, and ea sily  "point up" to  tha reader 
tha ©ordinal p a in ts.
tha 100 reports contain 339 charts, seventeen o f 
the reports de not have a sin g le  ch art.10 th irteen  other 
Papee te contain only one chart.11 sin ce charts can Inform 
SS well as create and maintain In terest i t  i s  poasling
i# n est e f  whom profess a desire to t e l l
® Bsmilten Watch Company Incorrectly terms i t s  table
liO Aluminum Company o f America, Black, S iv a lls ft Bry- 
MS) I n s ., payten Robber Mfg. Go., Walt Disney Productions, 
Ramilten Watch C o., Qlann 1 . Martin C o., Maryland Drydoek 
G »., Mtnncsota Mining and Mfg. C o., P acific M ills, P lllsbury  
MUXs. Znc.,  Siamens Company, John B. Stetson Co., Sunshine 
a S llllits*  in c ., Wslca Carbide ft Carbon G o., Wilted A ircraft 
florporatlo n , Vick Chemical C o., Walgreen Co.
11 American Gan C o., Balden Mfg. C o., Bristol-M yers 
G e.. Draokett C o., Weed Machinery Corporation, Poster and 
m J ^ i  o o ., General B leatric C o., General Time Instruments 
Generation, Hoover C o., p . L orlllard Go., Prank 0 . Shattuok 
0 0  {ftiited S p ecia lties C o., Qhlted States S teel corporation.
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«W*artM*s about IhuIiw h a ffa ir s , would devote about four 
Wamm aa mush apace te  photographs aa to ehorta. Manage* 
• • t  * *  d esire to  make fu ll dlseloauro must use charts.
A battav reporting to o l far annual report purposes is  not
•ten a b le*
ton charts Ineluded in  the 100 reports by types are
Me ebarta 3a 9
U rn ebarta 92 27
tour ebarta 186 55
Other ebarta 89 9
Total 339 100
gfae type o f Information portrayed In these ebarta 
la  rea laaalfled  tr  c te jco t natter and la  deaertbed and 
■waluatid in  la te r  seetlona o f te la  study, for example, 
tote ebarta dealing w ltb sa les data are eonaldered In d eta il 
a t the point tears the presentation o f aalea date la  consid­
ered In  Chapter 9 . gone In stitu tio n s of general a lg n lfl-  
la  —**"g tbs beat possib le use o f ebarta a re  given  
1 8
1* The use o f ebarta sen be J u stified  only I f  ttaay 
In providing Information to  the reader. The color
12 per a comprehensive trea tise  on graphic methods. 
See fe r l o • Kars ten , Charts and C rates. Prentioe-H all, in c ., 
York, 1923.
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•tto n eto t to  the f t e t m i  o f toe ohart it e e lf  rather than 
t *  • •  a ta tia tla a l te ta . t o  ( M I N I ,  p icto r ia l charts 
toM SA  t o  i w K l l f l i ^
- ! n o ta r ia l aharta whleh aw  not carefu lly  designed 
M Q  eneonns la  w loloaStag w tttr  than toollar t o m t a g .
A gwc u t i l  o f to la  la  too p ic to r ia l presentation o f ton 
M H tto  o f too f t a t o  ant K leiner 8aapanqr t o w  t o l t o  
tow ete i t  to  otoon too t too not t o m w  to  earned surplus 
to  "wawr to  too talk.* I t  to  l i t t l e  w a ter  that snap 
H M H tfM m  m i  M g n im  HbS In o fiiif i s  eash on
MM* ant M U  to  w o t to  Ita  ortto lg r  to  paying dividends
A error to  nato to  toe Oodehaux S ta re*
to e ., rapert to  toe p ic to r ia l repreaentatlen o f greea p ro fit 
ant not preti t  aa otaoto o f te lto r a .
toagr ■iiffial report etarte are too eo lorfu l or too 
or aonplteatot to  design to  portray Ita  message to  
to o t advantage* too plo ehart t o  to e  Food Hachinery 
itlea  report* too eeObtoatlea b ar-p ictoria l ehart to  
too tonoral Foote Corporation report, ant the very unique
13 m e tar-p to torto l aharta to  toe Brlgga Nanufaot- 
—i— rr«M«pany report are neither ae a ttractive nor inform - 
« | i  u  the p la in  ta r  aharta to  toe C aterpillar Tractor
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1 3 2
theae Shew location s Of p lan ts, sa les and oth er types o f  
o ff ic e s , warehouses, d istrib u tin g agencies. other types 
o f M l  shewn m i  flow  Of goods over the world, employees 
tgr ito tM , value o f exports to  world p o in ts , source o f  
*W m eterlala and areas where produots are d istr ib u ted , fo r  
these purposes asps eaa ho used rosy e f fe c t iv e ly .
Tables
Kueh o f the hasio accounting data In the reports 
i s  in  tab le fora . Xn making a oount on the ta b les used In 
the reports, supplementary aooountlng statesien ts and sup­
porting sehedules sush as the statement o f funds applied and 
pns^t^ted, statensnt o f working oap ital changes, schedule o f 
investm ents, schedule o f fixed  assets and depreciation, and 
sehedules were not inoludsd. Slxty-one m iscellaneous 
tab les wore wood.
Sables have one advantage over ohartsi move d eta iled  
inform ation can be given . Usually only an approximation o f  
the raw data can be derived from ch arts. I f  the d eta iled  
figures are needed in  making an a n a ly sis , the fig u res should 
be given in  a tab le accompanying the ehart or ch arts. How­
ever, fo r  annual report purposes, ta b les containing the chart 
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year .  Some otiH H  add «m  « r  a m  product symbols or trade­
marks. The a m  co lorfu l covers um p ictures o f product or 
products, product la  u se, asa a t work, manufacturing process, 
aeurea o f raw m aterials, or some general theme.
C slaw
Zhdimot reference was mate to  color to  reviewing 
shove the a ss o f p ictures cad charts to  the reports. *h* 
autoer o f actors used to  photographs, s ta r ts , and the narra­
tiv e  m aterial fellow s e ssen tia lly  the same pattern as for  
the sever  pages. As manor as ta t co lors are used to  one re­
port. Only fifte e n  reports use le s s  than three co lo rs, a 
m ajority o f the reports um  three colors but the um  o f four 
or fiv e  i s  qu ite common. A carefu l subjective appraisal 
e f  the degree to  which the reports are "colorful" gave the
g -  very co lorfu l 
-  some color  
10 -  a ct co lorfu l
That color has wade toe reports acre a ttractive to  
the ajre there eaa be no question, yet color is  not enough] 
eo lor i s  o f secondary importance. Zt i s  believed that sens 
reports are co lorfu l to  an extreme. The Duplan Corporation 
wrt ferro  Enamel Corporation reports are examples o f color­
fu l s p o r ts  which use no photographs, only three co lors, 
and theM  sparingly.
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The atari* « f th* printed matter 1* satisfactory  I f
i t  la  aaay to  read. Th* typography in  moat of the reports
r-
la  im y  «ood* hut aama typaa o f *xeeptloaa should ho noted. 
Th* look o f captions and tha arrangement o f the many piotures 
ant unique aharta on the pages of the Briggs Manufacturing 
Csmpswy report make the narrative d lffio u lt to read. Tha 
sn ail s is*  and tha s ty le  o f typ* used in  the E lectric Boat 
Ctaqpsay report are unsatisfactory. Captions are needed bad­
ly  in  the e lo se ly  w ritten  president1 a le tte r  in  th* American 
B elling K ill Campaay report. The lin e s  are too long for  
easy reading in  the Braekett Company and pettlhone Mulliken 
Gorporatien reports.
There are a* many variations in  th* content of the 
reports and the order o f presentation that i t  is  not feas­
ib le  to  attempt any tabulation. There probably is  no one 
"best” sequence in  whieh the date should be presented. Two 
things* however* are important i
1 . The reader should ea sily  peroeiv* the major 
ou tlin e o f tdie whole report,
2. The ou tlin e should properly emphasis* the f i ­
nancial data.
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A ctually V a n  i s  a t  i i m t n U i  o u tlin e  to  many
• f  th* imports* sad esp ecia lly  la  th is  tru s o f  p ra c tic a lly
• U  tha n > ir t i whish ay* loaded with photographs.
amm «m v 3mm p resid en t's le tte r s  malt* this goal d iffto u lt
o f M tli w n * .  «*» prsssntatien  and analyala o f a d otallod
tab le o f esntents (though mot ua«d in  th* rsport it e s lf )
U M  ho h elp fu l tn  arriving a t a good o u tlin e . The general
in  to re  Corporation  report, uatng appropriately spaaed and
a&Md captions, o g b u ln t  th* fo llow in g breakdown!
AA tgom tlAB R rrlw
The Central Motors Strike
halation* w ith Saployees
Tho VMtwar Program
Ownership o f General Motors
At F inancial Itsvlew
fin a n cia l Statement* and S ta tls tio s
the Standard o il  Company (Indiana) ou tlin e which
g*fin4lr out unmistakably la  as follow *!
fin a n cia l 
Crude o i l  
Assoavoh
f ^ f̂ n t tw r t  wt 
Marketing
R elations With PCOplC 
Consolidated f it itm i it s
The 0 « m n l S le e tr io  Company22 and Ytck Chamloal
22 Tha t i t l e  o f  tha rep o r t la  " F ifty -fifth  Annual Re­
peat and Yea*fce*fe«* The second sec tio n  a f  the rep ort la  en­
t i t le d  "Yearbook f a r  l< # 6 ." The to p lo a  covered in c lu d e  atomic 
pamper f o r  industry* n e c e ssity  o f  research* ro ck e ts  and ram- 
IpCs p lane propulsioa* generation  o f  e le c t r ic i t y *  motors a t  
weste* land  transportation* new ap p lian ces*  a ir  con d ition in g*
u n its*  p la stic s*  s ilic o n e s*  e lectron ics*  7M broadcasting*
fro* television#
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Company r« porta plao* tho fin an cia l data as tha f ir s t  sec­
tio n  ana tha gsw—sJl product and company davalopmant matar- 
in i in  'Um tau t aaatlen . This organisation emphasises tha 
Ifflsertaxiee o f t t t  fin an cia l data*
flit  organisational patterns o f these four imports 
are eoMcndable because the ou tlin es art olear-out, the ty~ 
peg*aphieal layout emphasizes th t outline* and the informal 
t ir e  captions art aet In large or d istin ctiv e  type.
b etter from the p resident
The presidents' le tte r s  (a few are sign ed  by the  
chairman o f the beard o f  directors a lso ) range from one 
page to  th ir ty -fiv e  pages in  length* The one- and two-page 
le tte r s  are without charts* tables* photographs* whereas 
the le tte r s  that spread over se v e r a l pages u su a lly  c o n s is t  
o f a narrative presentation p in #  charts* ta b le s*  maps* 
photographs* and fin an cia l statem ents. The con ten t o f  these 
le tte r s  i s  so diverse that i t  i s  not p r a c tic a b le  to  make 
a tabulation . Some general observations appear ju s t if ie d ?
1 . L etters of fiv e  or more pages are too long*
Zistters o f one* two* or three pages are pre­
ferred since longer le tte r s  tend to become 
impersonal.
2 . The le tte r  should begin on one o f  the f i r s t
few pages — page 3 appears to be the p referred
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pagt in  m t  rep orts.
3* f t e  tan er ©f th e te t t e r  should t e  fa c tu a l, not 
©■©tteHMtSL*.
W *W> Jattar theoU  not maraly put Into narrative 
fans id a iM  ita a s «r sastlana IN n  tlH  f!a n «  
e ia l atn t— n t» | iaatn d » It*  tnptaals should 
he ssi ewpttny d&wlopiBisits Kntsaysfwafc
i t e i i  d ate, favorable aad y s fm iib ls  factors 
tel the Industry* iMUMtimwit p lans, future 
outlook, lh i lo tto r  mad not too p red ictive, 
but i t  shanld ba ln ta p n ta tlm .
5 .  C fevte, W O n , or photographs should not ba 
waad w ithin tha la tte r  unless they a n  an In­
tegra l part o f i t s  Message.
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Report w, io( mmuoi 
ttc n , flm  York, 1946, pp. 93-98.
fS 5 c? !s$ fJ  PP. W -W . 875-276.
A lta (M an, and Andaman# CM rtir Bead,
* SM ad.* NoQmHBlll Beak C o.,
9*0, Chapter 16 and n r lo w  other aeo
S&2&MN&&* ta  S t a t la t lo s ,"
.  6 , Beaekber 19*5*
CHAPTER 5
GENERAL INFORMATION ON THE CORPORATIONS— ITS OFFICERS, 
STOCKHOLDERS, AFFILIATES, PLANTS, PRODUCTS, ETC*
"Permanent in v e s tm e n ts"  In  c o rp o ra te  s to c k  I s  no t 
p o s s ib le *  S c i e n t i f i c  d i s c o v e r i e s  and in v e n t io n s ,  man’ s 
ever chang ing  desires* hopes , w an ts , and s k i l l s  i n  se ek in g  
and o b ta in in g  m a te r i a l  t h i n g s ,  and th e  s h i f t i n g  economic 
t i d e s  i n d i e a t e  a need f o r  t h e  s to c k h o ld e r  to  make p e r io d ic  
i n s p e c t i o n  and e v a lu a t io n  o f  h i s  s to c k  ho ld ings*  The 
an n ea l r e p o r t  shou ld  supply  th e  in fo rm a tio n  th e  s to c k ­
h o ld e r  needs  in  making annua l a p p r a i s a l  of h i s  ho ld ings*
The s to c k h o ld e r  has  need f o r  in fo rm a tio n  on th e  
q u a n t i t a t i v e  and q u a l i t a t i v e  e lem ents  o f  th e  company. The 
need f o r  in fo rm a t io n  on th e  q u a n t i t a t i v e  f a c t o r s  of th e  
company i s  s u p p l ie d  th ro u g h  th e  f i n a n c i a l  s ta te m e n ts  and 
v a r io u s  s u p p o r t in g  sc h ed u le s  and s t a t i s t i c a l  e x h ib i ts *  
Q u a n t i t a t iv e  d a ta  was th e  o n ly  type  p rov ided  to  s to c k ­
h o ld e r s  in  e a r l y  r e p o r ts #
The s to c k h o ld e r  a l s o  has need f o r  In fo rm ation  on 
t h e  q u a l i t a t i v e  f a c t o r s  o f  th e  e n te r p r i s e #  These f a c t o r s  
in c lu d e  such m a t te r s  as th e  n a tu r e  and scope of th e  e n t e r ­
p r i s e ;  th e  company’ s o p e ra t in g  and g e o g ra p h ic a l  c h a r a c t e r i s t i c s
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and It®  c o r p o r a te  a f f i l i a t i o n s ;  th e  r e l a t i v e  s t a t u s  of  
to® company l a  th e  i n d u s t r y ;  th e  p o s i t i o n  and o u tlo o k  f o r  
ti l#  I n d u s t r y ;  t h e  q u a n t i s a t i o n s  and ex p e r ien ce  o f  manage*- 
m eat; l a  t o r  c o n d i t io n s  and o u t lo o k ;  and th© o u tlo o k  f o r  th e  
company and th e  whole economy* These a r e  f a c t o r s  which 
cannot b« measured q u a n t i t a t i v e l y  w i th  any d eg ree  o f  
accuracy , b u t  th e y  a r e  th e  p rim ary  f a c t o r s  whioh w i l l  
determ ine or i a f lu e n o e  q u a n t i t a t i v e  d a ta  o f  th e  f u t u r e # and 
th e r e fo r#  t h e  q u a l i t a t i v e  f a o to r s  a r e  e s s e n t i a l  c o n s id e ra ­
tion®  In sto ck h o ld er  an a ly se s*  I t  fo l lo w s  t h a t  th e s e  
fa o to r s  a r e  a l s o  o f  key s ig n i f i c a n c e  to  employees and th e  
g en era l p u b l i c .
In  r e c e n t  y e a rs  t h e r e  has been a tendency  to  g iv e  
more a«d more coverage  o f  q u a l i t a t i v e  f a c t o r s  i n  annua l 
report® . The change in  t h e  p r e s e n t a t i o n  o f  q u a l i t a t i v e  d a ta  
has been much g r e a t e r  th a n  i n  th e  case  o f  q u a n t i t a t i v e  data*  
The rem a in d e r  o f  t h i s  c h a p te r  i s  devo ted  to  an a n a ly s i s  
and e v a lu a t io n  o f  t h e  c u r r e n t  t r e a tm e n t  o f  q u a l i t a t i v e  
e lem en ts  i n  an n u a l r e p o r t s *
In fo rm a t io n  on Officer®,
The c h a r a c t e r ,  i n t e g r i t y y and s k i l l  o f  management 
1® th e  key in f lu e n c e  i n  th e  su c cess  o r  f a i l u r e  o f  a b u s in e ss  
e n t e r p r i s e ,  and e s p e c i a l l y  i n  th e  case  of a l a r g e  c o rp o ra te  
e n t e r p r i s e *  D ish o n es ty  a t  th e  management l e v e l  can wreck 
th e  v a l i d i t y  o f  a l l  q u a n t i t a t i v e  f i n a n c i a l  d a ta  suddenly
X4a
and w ith o u t  w arn ing  a s  i n  th e  McKesson and Kobbins ea se  
•and o t h e r s .  Ifieoespeteat management can and probably  w i l l  
lo a d  th e  c o r p o r a t io n —-to th© d e tr im e n t  of s to c k h o ld e r s ,  
c r e d i t o r s ,  em ployees— to  f i n a n e i a  ru in  i f  only  a t  a slow 
pace* On th e  o th e r  hand , com peten t, hono rab le  management 
w i l l  d i r e c t  th e  c o r p o r a t io n  in  suoh way th a t  th e  s to c k ­
h o ld ers  r e c e iv e  an e q u i t a b l e  r e t u r n ,  employees a r e  p a id  
a reason ab le  wage, custom ers  a r e  a b l e  t o  buy th e  p ro d u c ts  
o r  s e r v i c e s  o f  t h e  oompany a t  a s a t i s f a c t o r y  p r i c e ,  and 
th e management r e c e iv e s  s u i t a b l e  compensation*
I t  fo llo w s  th at annual r e p o r t  r e a d e r s  m v e  a v i t a l  
in t e r e s t  In  management* The r e a d e r s  shou ld  l e a r n  abou t 
th e  ex p er ien ce  and  t r a i n i n g  of th e  o f f i c e r s  and d i r e c t o r s  
from th e annual r e p o r t*  They a r c  a l s o  i n t e r e s t e d  In o th e r  
corporate  a f f i l i a t i o n s  o f  th e  o f f i c e r s ,  i f  any* S to c k h o ld e rs ,  
em ployees, and th e  g e n e ra l  . u b iio  have a d i r e c t  i n t e r e s t  in  
th e  amount o f  e x e c u t iv e  com pensation and t h e  number and 
ty p es o f  the c o r p o r a t i o n 's  s h a re s  which a r e  owned*
The on ly  in fo rm a tio n  on o ff ic e r®  which i s  c o n s i s t e n t ­
l y  given  in  th e  ICO r e p o r t s  l a  a l i s t  of th e  o ff ic e r®  and 
th e ir  respective t i t l e s . 1 The l i s t  o f  o ff ice r®  and t h e i r
1 The l i s t  o f  o f f i c e r  t i t l e s  in  th e  W. L. Douglas 
Shoe Company r e p o r t  i s  u n u su a l:  p r e s id e n t ,  v ic e - p r e s id e n t
and g e n e r a l  manager, c l e r k ,  t r e a s u r e r ,  a s s i s t a n t  t r e a s u r e r .
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t i t l e s  i s  u s u a l ly  p laced  ©s th e  in s i d e  f r o n t  ©over o r  on 
e s s  o f  th e  f i r s t  two o r  t h r e e  pm®s .  Q u i te -o f te n  th e  l i s t  
a p p e a rs  on on© o f  th e  l a t t e r  p ag e s .
P i c t u r e s , t h e  breakdown on th e  use of o f f i c e r  
p i c t u r e s  f o l lo w s :
11 -  A l l  o f f l e e r s  (one in fo rm al p ic tu r e )
4 -  P r e s id e n t  end some o th e r  o f f i c e r s  
4 * P r e s id e n t  on ly
1 -  P r e s id e n t  and two pages of in fo rm al p i c tu r e s
1- -  P r e s id e n t  and one v ic e - p r e s id e n t
1 -  V ic e -p r e s id e n t  in  charge of r e s e a r c h
Thus, t h e r e  i s  some k ind  o f  p i c t o r i a l  coverage  of  
o f f i c e r s  i n  22 o f  t h e  r e p o r t s .  Some p r e f e r  in fo rm al p i c ­
t u r e s  such  a s  t h e  tw o-page sp re a d  in  t h e  Canada Dry D inger 
A le ,  I n c .  r e p o r t  o r  th e  one ta k en  of o f f i c e r s  and d i r e c t o r s  
o f  U n ited  S t a t e s  S t e e l  C o rp o ra t io n  w h ile  on an In s p e c t io n  
t o u r  o f  f e s t e r n  p l a n t s .  From an In fo rm a tio n  and i n t e r e s t  
s t a n d p o in t ,  e i t h e r  ty p e  i s  s a t i s f a c t o r y .  Varying th e  
p i c t o r i a l  p r e s e n t a t i o n  of o f f ic e r®  from y ea r  to  yea r  i s  
s u g g e s te d .
I n d i c a t i o n  o f  O f f ic e r  Changes. There was an I n d i ­
c a t io n  o f  o f f i c e r  ohangsa in  17 o f  th e  r e p o r t s .  The number 
o f  com panies, i f  any , which had changes arid d id  n o t r e p o r t  
them i s  n o t Known. fcost o f  th e  change® a r e  mentioned 
b r i e f l y ,  too  b r i e f l y . i n  th e  p r e s i d e n t ' s  l e t t e r .  G eneral 
E l e c t r i c  Company usee a s p e c ia l  page, cap tioned ' "O rganiza­
t i o n  Changes,* but b r ie f®  th e  coverage In th e  usua l way.
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Xa a d d i t i o n  t o  changes in d ic a t e d  l a  th e  p r e s i d e n t 1® 1 a t t a r ,  
rthe p l o t  n r#  o f  a  form er pr © aidant of th e  company who-died-.' 
d a r in g  th e  y e a r  i s  shown, to g e th e r  w i th  a n a r r a t i v e  e x p la ­
n a t io n  o f  h i s  a s s ig n m e n ts  w ith  th e  company over a lm ost a 
h a l f  cen tu ry*  O b i tu a r ie s  o f  o f f i c e r s  and d i r e c t o r s  a r c  
a p p r o p r i a t e  i n  an n u a l r e p o r t s .  Management changes a r e  
im portant r e g a r d le s s  o f  th e  c a u s e ,  t h e  need i s  f o r  th e  
rep ort to  g le e  more com plete  In fo rm atio n  on th e  t r a i n i n g  
aad ex p er ien ce  o f  th o s e  who a r e  made o f f i c e r s .
The most s a t i s f a c t o r y  p r e s e n ta t i o n  of changes in  
o f f i c e r s  ap p e a r  i n  th e  Coleman Company, I n c .  and th e  
U n iv e r s a l  P i c t u r e s  Company, I n c .  r e p o r t s .  4  th re e -p a g e  
r e p o r t  by t h e  Coleman g e n e ra l  manager on p e rso n n e l  changes 
g iv e s  p i c t u r e s  and e x p la n a t io n s  such a s  th e  fo l lo w in g :
"C h es te r  B. Kuhn, w ith  th e  company f o r  28 
y e a r s  has been advanced  to  th e  p o s i t io n  o f  t r e a s u r e r  
o f  th e  p a r e n t  company w h ile  c o n t in u in g  a s  c o n t r o l l e r .  
Mr. Kuhn began h i s  c a r e e r  w ith  th e  Coleman Company 
a s  a bookkeeper in  1919 and s in c e  t h a t  tim e has been 
e o n t ln u o u s ly  i d e n t i f i e d  w ith  th e  f i n a n c i a l  o p e ra t io n s  
o f  th e  company, hav ing  a lg o  served  as  a s s i s t a n t  
se c r e ta r y  and s e c r e t a r y . 1,2
Xa th e  U n iv e r s a l  P i c tu r e s  Company, In c .  r e p o r t  
n a r r a t i v e ,  r e o r g a n iz a t io n  p la n s  a r e  d e t a i l e d  a long  w ith  an. 
e x p la n a t io n  of th e  appo in tm ent o f  two new executive® .
2 1946 Annual h e p o r t , p . 1$.
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B io g ra p h ic a l  S k e tc h es  o f  O f f i c e r s . ‘Three o f  th e  
r e p o r t s  g iv e  b io g r a p h ic a l  sk e tc h e s  o f  o f f i c e r s  such as  
t h e  fo l lo w in g :
"John Ja y  H opkins, T ic e  P r e s id e n t ,  D ir e c to r  
and Member o f  E x ecu tiv e  Committee; Chairman o f  
th e  B oard , C anadair  l im i te d ?  C o rp o ra tio n  law yer 
and e x e c u t iv e .  G raduate  o f  U n iv e r s i ty  o f  C a l i ­
f o r n i a  i n  1915 and H arvard law School i n  1921,
Served in  World War I  a s  Seaman, Second C la s s ,  
and commissioned a s  In  s ig n ,  U8HRF. Engaged in  
th e  p r a c t i c e  o f  law and i n  b u s in e s s  in  Hew York 
and C a l i f o r n i a  f o r  tw e n ty - f iv e  y e a r s .  Became 
a D i r e c to r  of E l e o t r i c  Boat Company in  1937 and 
V ice P r e s id e n t  I n  1942. form er A s s i s t a n t  to  the  
S e c r e t a r y  of t h e  T re asu ry  1932-1933* D ire c to r  
o f  a  number o f  c o r p o r a t io n s  and member o f  v a r io u s  
bar  a s so c ia t io n s .  "3
" C o n t ro l l e r  0 . C. W illiam s came to  G enera l Shoe 
a s  a u d i t o r  on F ebruary  1 , 1934, and he ld  t h a t  p o s i ­
t i o n  u n t i l  l a s t  y e a r ,  when he was made c o n t r o l l e r .  
Born a T ennessean , he was g rad u a ted  from th e  
U n iv e r s i ty  o f  T ennessee . He was well-known as  
a t e a c h e r  of b u s in e s s  a d m in is t r a t io n  b e fo re  coming 
to  our company. He i s  a M e th o d is t . n4
I n f o r m t i o n  o f  t h i s  s o r t  i s  of i n t e r e s t  and v a lu e
t o  t h e  r e a d e r s .  The c o r p o r a t io n s  in  which Mr. Hopkins
h o ld s  d i r e c t o r s h i p s  should  be s p e c i f i e d . 2
G eneral Motors C o rp o ra t io n ,  a long  w i th  p i c t u r e  and
t i t l e  of each  o f f i c e r ,  g iv e s  th e  y e a rs  of s e rv ic e  w ith
3 1 9 4 6  E l e c t r i c  Boat Company Annual R e p o rt ,  p .  30.
4 1 9 4 6  G eneral Shoe C o rp o ra tio n  Annual R e p o r t ,  
p .  21. A lso  see  1946 P h i l i p  M orris  k Co., l t d . , i n c . , 
Annual R e p o r t .
5 Such in fo rm a tio n  i s  g iven  f o r  one o f f i c e r  of  th e  
Rockwell M anufac tu ring  Oompany• See 1946 Annual Report*
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G en era l M otors and w i th  com panies t h a t  su b se q u e n t ly  became 
a p a r t  o f  G enera l Motors* T ea rs  o f  s e r v ic e  and a b r i e f  
d e s c r i p t i o n  o f  d u t i e s  l a  g iven  f o r  each o f f i e e r  in  th e  
A. £• S ta l e y  M anufac tu ring  Company re p o r t*
O ther O f f i c e r  C overage, ATF In © ,,  G eneral Shoe 
C o rp o ra t io n ,  and U nited  S p e c i a l t i e s  Company wee o rg a n is a ­
t i o n  c h a r t s  w ith  th e  names o f  p e rso n n e l  shown thereon*
The General Shoe c h a r t  i s  a f u n c t io n a l  c h a r t  which i s  
q uite  d e ta iled *  With t h i s  c h a r t , th e  b io g r a p h ic a l  s k e tc h e s ,  
p i c t u r e s ,  and th e  custom ary l i s t ,  G eneral Shoe has th e  
meet com plete  o f f i c e r  coverage*
T hree companies g iv e  t h e  o f f i c e r s  o f  from one to  
f i v e  s u b s i d ia r y  com pan ies .^  I t  I s  doub ted  t h a t  such  i n f o r ­
mation i s  r e q u i r e d  in  th e  an n u a l r e p o r t  o f  t h e  p a r e n t  company* 
The M arque tte  Cement M anufac tu ring  Company r e p o r t  
has a u n ique  and e f f e c t i v e  coverage  on management. The 
eenter-p& ge sp read  i s  c a p t io n e d  "E xperience  I s  th e  V i t a l  
I n g r e d i e n t , "  w ith  s to c k s  o f  v a r io u s  k in d s  o f  cement s ta ck ed  
in  th e  c e n te r  and  in fo rm al s h o ts  o f  employees and o f f i c e r s  
on bo th  s id e s*  L ength  o f  s e r v i c e  and Job ass ignm en ts  a r e  
g iv e n  f o r  s e v e ra l  employees and th e  o f f i c e r s .
Or. Pepper Company d ev o te s  more than  one page to  
e  l i s t i n g  o f  d ep a rtm en t heads and s a l e s  p e rso n n e l in  ti
6 B u t l e r  B r o th e r s ,  R obert G air  Company, I n c . ,  and 
V ick Chemical Company.
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g e n e r a l ly  u n in fo rm a tiv e  r e p o r t .  T h is  s o r t  o f  d e t a i l  1® 
n o t  r e  com ended  a s  a g e n e ra l  p o l ic y .
Goodyear T ir e  & Rubber Company makes e f f e s t iv e  
u se o f  one  page which I t  c a p t io n s  "The Management G roup ,rt 
th e s e  are  p ic tu r e s  o f  p l a n t  forem en, p la n t  managers* and 
su p erv iso rs  who are p a r t i c i p a t i n g  i s  t r a i n i n g  conferences*  
th e  n a rra tiv e  s e c t io n  e x p la in s  t h a t  t r a i n i n g  men f o r  
advancement t o  key p o s i t lo n e  has  long  been an e s t a b l i s h e d  
p o lic y  o f  Goodyear.
I n f o r a n t l o a  on Board o f  D i r e c to r s
The c r ite r io n  o f f u l l  d i s c l o s u r e  a p p l i e s  to  th e  
supplying o f p e r t i n e n t  In fo rm a t io n  on th e  whole management 
g roup— o f  f  i e ex s  and board o f  d i r e c t o r s .  And, s in c e  th e  
p resen ta tion  of in fo rm a tio n  on b o th  groups fo l lo w s  th e  
same p a ttern , i t  i s  n o t  n e c e ss a ry  t o  d i s c u s s  the  coverage  
on hoards o f  d i r e c t o r s  in  a s  much d e t a i l  a s  was done f o r  
th e o f f i c e r s .
The m ajor breakdown I s  a s  fo l lo w s :
65 -  Karnes on ly
15 -  Karnes and a d d re s s e s
20 -  tfames and o ccu p a tio n  o r  a f f i l i a t i o n  w ith  
some o th e r  company
In  a d d i t i o n ,  23 r e p o r t s  c o n ta in  pho tograph ic  coverage 
o f  one o r  more members o f  th e  b o a rd . T h is  i s  t h e  »ame 
number o f  rep orts which c o n ta in  p i c t u r e s  o f  o f f i c e r s *  
T w e n t y - f i v e  r e p o r t s  c o n ta in  i n d i c a t io n s  o f  a change or 
changes in  th e  board d u r in g  th e  y e a r .
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The composite coverage oa boards o f  d i r e c t o r s  I s  
meager. To g iv e  meaningful i n f o r m  h ioa In  th e  ca se  
of most c o r p o r a t io n s  I s  n o t  p o s s i b l e .  S to c k h o ld e rs  and 
employees have need f o r  p e r t i n e n t  f a c t s  m  management.
The need has been lo n g  re c o g n ise d  and by management 
representatives*  among other©s
"The investors should have some knowledge of the 
character and the a b i l i ty  of the management. The management 
should certa in ly  be experienced in the business i t  i s  run­
ning* or expects to  run* and should have a successful 
record. The id en tity  of the  men who serve as th e  board of 
d irec to rs  should undoubtedly be given and th e ir  outside 
connections* i f  any* should be shown.
Management wants and needs th e  co o p e ra t io n *  support*  
and the tru s t  of stockholders and em ployees. Management 
continues* nevertheless* to  overlook th e  f a c t  t h a t  one man 
t r u s ts  another because he fee ls  t h a t  he knows him—and 
knowing him always means a c re  than  h i s  mere name* I t  i s  
in  m a n a g e m e n t ' s  se lf- ln te x e s t ms well a s  i n  the g e n e ra l  
w elfare fo r "complete*1 information to be g iven  in  annual 
rep o rts ,
7 js# L« L&luffiisr. "H eports  f o r  Sank® and th e  I n v e s t ­
ing public*w Hedea aa ry  financ ia l and S t a t i s t i c a l, Hegorta* 
f in an c ia l Executives1 Series h o . 24, American Mah egament 
A sso c ia t io n *  hew York* 1927* p . 24*
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In fo rm a t io n  on Oommltt eea
Thirty-one of the rep o rts  l i s t  members o f  th e  
executive committee, th ir te e n  r e p o r t s  l i s t  om  o r  more 
other committees, such information i s  e s s e n t i a l l y  
ir re le v a n t to  the needs of repo rt r e a d e r s  i n  p r e s e n t  
re p o rts . Such inform sti on would be p e r t i n e n t  i f  com plete 
information as discussed above were be ing  s u p p l ie d  on 
d irec to rs  and i f  in fo rm a t io n  were being g iv en  on d i r e c t o r  
compensation* The l a t t e r  point I s  d is c u s s e d  in  a l a t e r  
section  of th is  chapter*
Information on R eg is tra r. Transfer Agent. General Counsel
Seventy-eight of the r e p o r t s  l i s t  th e  name and 
address of the re g is tra r  o r  r e g i s t r a r s ,  and SI of th e  r e p o r t s  
l i s t  the name and address of the t r a n s f e r  a g e n t  o r  agen ts*  
Such Information i s  of value t o  s to c k h o ld e r s ,  b u t  i t  h a rd ly  
w arrants the use of a f u l l  page a s  In  the Goodyear T i r e  k 
Rubber Company and tne Union Carbide and Carbon C o rp o ra tio n  
reports* In  prao tioa lly  a l l  r e p o r t s ,  t h i s  d a ta  i s  g iv en  
on the page with the o ffice rs  and d i r e c t o r s .  F o rty  o f  th e  
reporta  iden tify  the co u n se l  o r  g e n e ra l  c o u n s e l .  T h is  I s  
re la tiv e ly  un im p o rtan t c o n te n t .
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Mumber o f  Faites Osyoted t o  Management S t a f f
The 100 report a d e v o te  137 pages t o  th e  manages* nt 
s t a f f ,  committees, r e g i s t r a r s ,  and t r a n s f e r  a g e n ts .  The 
Solemn Company, G enera l Motors Corporation,^ G enera l Shoe 
Corporation, and I n t e r n a t i o n a l  Harvester Company devo te  
four to  f i v e  pages*
T rea tm en t o f  S u b s id ia ry  Companies
Most large corporations have one o r  more s u b s id ia r y  
or a f f i l ia te d  companies* The company owning a c o n t r o l l i n g  
in te re s t in  the c a p i t a l  stock o f  a n o th e r  company I s  th e  
parent company, and th e  eoapany i s s u in g  th e  s to c k  or whose 
stock i s  held i s  the subsidiary  company* From a l e g a l  
standpoint, the parent company and i t s  s u b s id ia r y  company 
or companies are s e p a r a te  e n t i t i e s *  The l e g a l  r i g h t s  and 
re sp o n s ib ilitie s  o f  each  company a r e  s e p a ra ta  and d i s t i n c t *  
from the standpoint of the s to c k h o ld e r  (o f  th e  p a re n t  
company), the employee, and th e  g e n e ra l  p u b l ic ,  th e  p a ren t  
company and i t s  s u b s i d i a r i e s  a r e  one economic u n it*
Consolidated statements a r e  p re p a re d  in  o rd e r  to  
show th e  c o n d i t io n  and r e s u l t s  o f  o p e ra t io n s  of th e  p a re n t
8 This r e p o r t  a l s o  c o n ta in s  an e x c e l l e n t  th re e -p a g e  
narra tiv e  explanation of the Im portance o f  management* See 
pp* 5-7*
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and s u b s i d ia r y  com panies a s  though  th e y  ware p a r t s  o r  
41 v i s i o n s  o f  a  s i n g l e  company. They do n o t d i s p l a c e  th e  
f i n a n c i a l  s ta te m e n ts  f o r  each  o f  th e  eom panlea; in s te a d  
t h e  c o n s o l id a te d  s t a t e m e n t s  a r e  supp lem entary  to  th e  
p a r e n t  company s ta te m e n ts  and th o s e  o f  th e  s u b s id ia ry  
companies* Thus, i t  fo l lo w s  t h a t  th e  s to c k h o ld e r  o f  th e  
p a r e n t  company and o t h e r s  can g a la  an ad eq u a te  unders tand*  
in g  o f  t h e  f i n a n c i a l  a f f a i r e  o f  th e  p a r e n t  company only  by 
a n a ly s in g  i t s  i n d i v i d u a l  s ta te m e n ts  and th e  c o n s o l id a te d  
s ta te m e n ts *
R equ irem en ts  f o r  S a t i s f a c t o r y  D is c lo s u r e . Good 
a n n u e l  r e p o r t i n g  h in g e s  p r im a r i ly  on a c c u r a te  and c l e a r  
d i s c l o s u r e  o f  a l l  th e  f a c t s  which a r e  p e r t i n e n t  to  th e  
in fo rm a t io n  needs o f  th e  r e p o r t  r e a d e r s .  As a p o in t  o f  
d e p a r tu r e  i n  a n a ly s in g  th e  e x t e n t  to  which th e  100 r e p o r t s  
meet t h e  c r i t e r i a  o f  a c c u r a c y ,  co m p le ten ess ,  and c l a r i t y ,  
t h e  o p in io n  o f  t h e  s ta n d a r d  ac c o u n tin g  r e f e r e n c e  book m  to  
coverage  of p a r e n t  and s u b s id ia r y  r e l a t i o n s h i p s  I s
g iv e n :
*. f u l l  d i s c l o s u r e ,  i n s o f a r  as  t h a t  i s  pos­
s i b l e  by means o f  f i n a n c i a l  s ta te m e n ts  and su p p o r t­
in g  s c h e d u le s ,  r e q u i r e s  more than  th e  r e p o r t s  of 
th e  p a r e n t  company a lo n e  o r  o f  each of th e  
s u c s l d l a r i  as  i n d i v i d u a l l y ,  or c o n s o l id a te d  state"* 
s ten ts  f o r  th e  e n t i r e  group viewed a s  a u n i t .  P re ­
f e r a b l y  t h e r e  shou ld  be p re s e n te d :
1 . S e p a ra te  s ta te m e n ts  of th e  p a re n t  company.
2 .  C o n so lid a te d  s ta te m e n ts  of  th e  e n t i r e  g roup .
3 . S e p a ra te  s ta te m e n ts  o f  each  s u b s id ia r y .
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*Vitii t h e  above s ta te m e n t# mm a s t a r t i n g - p o i n t ,  
an  i n t e l l i g e n t  a p p r a i s a l  o f  th e  p o s i t i o n  and 
p r o s p e c t s  o f  t h e  p a r e n t  company and I t s  s u b s i d i a r i e s  
l a  p o s s ib le *  The s ta te m e n ts  o f  t h e  in d iv id u a l  oom- 
p o n ie s  make i t  p o s s i b le  t o  se© th e  l e g a l  r e l a t i o n ­
s h ip s  o f  as  oh t o  th e  o t h e r s  and to  th e  o u t s i d e  
w orld*  t h e  c o n s o l id a te d  s ta te m e n ts  p r e s e n t  a  g e n e ra l  
p letu re o f  th e  g roup  viewed a s  a s i n g l e  economic 
e n t i t y *  Saeh ty p e  o f  s ta te m e n t  s e rv e s  a s  a cbeok 
on th e o th e r f  a t  th e  same tim e each ty p e  s u p p l i e s  
t h e  in fo rm a t io n  needed to  round o u t  t h e  o th e r* * ?
f i H g t H  SkaatofiM y JU Maagqr.  Measured by t h i s  
standard * none o f t h e  r e p o r t s  o f  companies hav ing  s u b s id ­
ia ry  companies meet t h e  e r i t e r i a *  I n  th e  f i r s t  p l a c e ,  
however, i t  a s s t  be p o in te d  o u t  t h a t  i t  i s  n o t  always 
possib le  to  d e te rm in e  from  a r e p o r t  w hether t h e  company 
has  no su b sid iary , one s u b s i d i a r y ,  o r  f o r ty *  Complete 
l in t s  o f  s u b s i d i a r i e s  a r e  n o t  o f t e n  g iven*  Even a f t e r  a
4
e a r e f u l  cheek I s  made o f  a H a t  o f  s u b s i d i a r i e s ,  i f  g iv e n ,
» as  t h e  n a r r a t i v e  r e f e r e n c e s  t o  s u b s i d i a r i e s ,  i f  an y , th e r e  
i s  u s u a l l y  some doub t a s  to  which o f  th e  s u b s i d i a r i e s  have 
been in c lu d e d  in  th e  p r e p a r a t io n  o f  t h e  c o n s o l id a te d  s t a t e ­
ments* A p p a re n t ly  15 o f  th e  100 companies do n o t  have 
s u b s i d i a r i e s *
9 £* A* P a to n ,  e d i t o r ,
Jrd e d * ,  Bonald P re s s  Company, Mew ^o rk , 1943, p .  1060.
A c o n t r a d i c t i n g  s ta te m e n t  was made r e c e n t l y  by an  
a c c o u n ta n t*  He sa id *  "A ccoun tan ts  and management a g re e  
t h a t  i n  o rd in a ry  c irc u m sta n c e s  t h e  i n c lu s io n  o f  s e p a r a t e  
o s r e n t  company s ta te m e n ts  i s  n o t  o n ly  unnecessary  and unin­
fo rm a tiv e  bu t m ight te n d  to  con fuse  and m is lead  th e  av e rag e  
in v e s to r * 11**C harles  S* Hockey, " C u rre n t  P r a c t i c e  in  D is­
c l o s u r e  o f  In fo rm a t io n  i n  f i n a n c i a l  s t a t e m e n t s , ”
t ^ n a tE a e v . Vol* 84, $o* 3, September 1947, p. 2
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The fo llo w in g  breakdown I s  i n d i c a t i v e  o f  th e  aoaa t 
treatm ent g iv e s  to  s u b s id ia r ie s  iit  th e  S3 r e p o r t s :
15 -  bo speee
23 -  on ly  a few l i n e s  (one t o  te n  line© )
13 •  o a e -h a lf  page
11 -  one page 
7 -  two pages
2 -  th ree  pages
3 -  four pages  
1 -  f i v e  pages  
3 -  s i x  pages
The spaoe devoted to  s u b s i d i a r i e s  av e ra g e s  about 
erne pegs per r e p o r t . T his a v e ra g e  i s  ab o u t o n e - s ix th  o f  
the sp ace  whieh i s  devoted  i n  th e  same r e p o r t s  t o  g e n e ra l ly  
a o n - in f o rm a t iv e  photographs.
The fo llo w in g  breakdown on th e  l i s t i n g  o f  th e  sub­
s id ia r i e s  i n  the r e p o r ts  fu r th er  i l l u s t r a t e s  th e  f a i l u r e  
o f  management, in  laany o a se s , t o  g iv e  c l e a r ,  com plete  
p e r t in e n t  in form ation :
33 -  L is t  o f  s u b s id ia r ie s  not g iven
16 -  L is t  and ad d resses o f  a l l  s u b s i d i a r i e s
0 -  L is t  and a d d r e s s e s  o f  a l l  s u b s i d i a r i e s  to g e th e r  
w ith  some b r ie f  In fo rm a t io n  on th e  o p e ra t io n s  
or p ro d u e ts  o f each  s u b s i d i a r y
10 -  L is t  o f  some o f  the s u b s i d i a r i e s  
9 -  Apparently on ly  one s u b s id ia r y
Kven in  th e ea se  of some o f  th e  r e p o r t s  shown above 
a s  l i s t i n g  " a l l *  s u b s i d i a r i e s ,  th e re  i s  doubt a s  t o  th e
T h ie  co n ten tio n  d o e s  n o t re c o g n iz e  the l i m i t a t i o n s  
o f  c o n s o l i d a t e d  sta tem en ts; i t  i n c o r r e c t l y  assum es t h a t  th e  
I n v e s to r  c a n n o t be m is led  by c o n s o l id a te d  s ta tem en ts*
com pleteness o f  some o f  the l i s t s .  Tory o f  too wa l i s t *  
i s  g iv en  and th ere  i s  00 o th er  in fo rm a tio n  In th e r e p o r t  
which proves th a t th e  l i s t  i s  not com plete. On th e  other  
h&n&9 tn o  tray in  which the  l i s t  i s  g iv en  som etim es le a v e s  
doubt a s to  i t s  com pleteness*
C r ite r ia  o f  Completeness not Met Without Complete 
jd s t*  S t i t s  b e s t  a co n so lid a ted  s t a t e  eht has c e r ta in  
in h eren t l im it a t io n s .  These l im ita t io n s  may be b r ie f ly  
summarised a s  f o l lo w s 5
1* A ll  o f  tb s  a s s e t s  shown a r e  n o t  a v a i l a b l e  
fo r  th e  payment o f a l l  l i a b i l i t i e s *  The p a re n t  
company*s eq u ity  in  th e  a a se ts  o f  each s u b s id ia r y  
ranks a f t e r  each su b s id ia r y 's  own l i a b i l i t i e s  and 
p referred  atook*
2m The sta tem en ts  do n o t rev ea l the d iv id e n d  
paying a b i l i t y  o f  th e  parent company.
3* The co n so lid a ted  income s ta te m e n t  i s  an 
u n sa t is fa c to r y  index o f  the p r o f i t a b l e n e s s  o f  th e  
parent company s in c e  th e  p r o f i t a b l e  and u n p r o f i t a b le  
u n its  are  combined.
km B a tio s  computed from c o n s o l id a te d  s ta te m e n ts  
are u n r e lia b le .
5* Comparable t r e a tm e n t  may n o t  have been g iven  
to  th e  su b s id ia ry  a c c o u n ts  u n d e r ly in g  th e  c o n s o l i ­
dated s ta tem en ts .
In view o f  th e se  l i m i t a t i o n s ,  c o n s o l id a te d  s ta te m e n ts  
con cea l a s  w e ll a s  r e v e a l .  T h is  f a c t  account® f o r  th e  need 
fo r  th e  a n a ly s t  a l s o  to  have p a re n t  company s t a t e m e n t s ^
0Biy on.1̂ !  fnn!8S4ŵ ihcM { ni82Spi!SSIylt£m^tlBf^#
t h e  p a r e n t  company in  a d d i t io n  t o  th e  c o n s o l id a te d  statement®*
w
aud sta tem en ts o f  th e  i n d iv i d u a l  s u b s i d i a r i e s .  But i t  1 & 
im m ediately recogn ized  th a t soma oompanies have to o  many 
s u b s id ia r ie s  fo r  a s a t  o f  s ta te m e n ts  to  be subm itted  fo r  
each one o f them .1* Jor example, The n a t io n a l  D airy  P ro­
d uct s  Corporation l i s t s  more th a n  f i f t y  p r i n c i p a l ” sub­
s i d ia r i e s  in  i t s  report#  Those companies whioh have 
th r e e  or few er s u b s id ia r ie s  should submit s e p a r a te  f i n a n c i a l  
sta tem en ts or in c lu d e  th e  sep a ra te  In fo rm a t io n  i n  the annual 
report*  In  the oa ses  where th e  number i s  so l a r g e  th a t  
the sep a ra te  re p o r ts  or in fo rm a t io n  f o r  each company would 
be o f  undue le n g th , fou r a lt e r n a t iv e s  a r e  opens
1* In stead  o f  th e  s e p a r a te  s ta te m e n ts  o f  
each s u b s id ia r y , in c lu d e  on ly  th e  r e l a t i v e l y  
im portant o n e s »
2# I n s te a d  o f  th e  s e p a r a t e  s ta te m e n ts  o f  
each s u b s id ia r y , Include group s ta te m e n ts  com­
b in in g  th e  a c c o u n ts  o f  s e v e r a l  o f  th e  s u b s id ia r ie s #
3# I n s te a d  o f  t h e  s e p a ra te  s ta te m e n ts  of  each 
su b s id ia r y , p resen t i n  a  t a b l e  f o r  each s u b s id ia r y  
data such a s  t h e  f o l lo w in g t p e rc e n t  o f  s to c k  h e ld ,
G eneral M lectr io  Company, P* B« M allory & Go., In c# , and 
P h ilip  M orris & C o., L td ., Incorporated p ro v id e  s ta te m e n ts  
fo r  th e  parent company only#
11 Bafeway S to r e s , Incorporated , subm itted  a s e p a r a te  
f in a n c ia l  rep ort on i t s  su b sid ia ry  company whose ac co u n ts  
were not co n so lid a te d . The General Motors C o rp o ra tio n  r e p o r t  
co n ta in s a sep a ra te  balance sh ee t fo r  one o f  i t s  n o n -c o n so lid a te d  
su b s id ia ry  companies#
The U n iversa l P ic tu re s  Company, In c# , r e p o r t  con­
ta in s  a summary by su b sid ia ry  and co u n try  o f  th e  amount of  
n et a s s e t s  o f  each su b s id ia r y  o p e r a t in g  in f o re ig n  territories#
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income f o r  t h e  y e a r ,  average  income f o r  a p e r io d  of 
t e a  years*  d iv id e n d s  r e c e iv e d ,  b a la n c e  s h e e t  and 
m arke t v a l u a t i o n  o f  s u b s id ia r y  n e t  a s s e t s ,  e q u i ty  
l a  u n d i s t r i b u t e d  e a rn in g s ,
4 ,  I n s te a d  o f  th® s e p a r a te  s ta te m e n ts  o f  
each  s u b s i d i a r y ,  in c lu d e  a complete l i s t  o f  sub­
s i d i a r y  com panies. The l i s t  m ight a l s o  i d e n t i f y  
th e  l o c a t i o n ,  p r e s i d e n t ,  y e a r  a c q u ire d ,  p ro d u c ts  
m a n u fa c tu re d ,  g e n e ra l  o p e r a t io n s ,  ©te.
from  th e  s ta n d p o in t  of  f i n a n c i a l  r e p o r t in g ,  th e  
l a s t  a l t e r n a t i v e  p ro v id e s  th e  s to c k h o ld e r ,  employe©, and 
th e g en era l p u b lic  w ith  th e  l e a s t  and minimum, in fo rm ation*  
I t  i s  an in e x c u s a b le  c o n d i t io n  when th e  r e a d e r  cannot d e t e r ­
mine t h e  names o f  s u b s i d i a r i e s ,  dom estic  and f o r e ig n ,  ty p es  
e f  undertakings in  which t h e y  a r e  engaged , and t h e i r  lo c a ­
t io n s*  One q u e s t io n s  t h e  lo g ic  o f  th e  fo l lo w in g  s ta te m e n t ;
•The a d v i s a b i l i t y  o f  in c lu d in g  i n  th e  annual 
f rep o r t a l i s t  o f  p r i n c i p a l  s u b s i d i a r i e s  w ith  an
i n d i c a t i o n  o f  t h e i r  f u n c t io n s  i s  q u e s t io n a b le *
To be su re , t h e  in fo rm a t io n  i s  o f  some i n t e r e s t  
to  s to ck h o ld ers , but e s p e c i a l l y  i f  t h e  r e p o r t  
f a i l s  to  m ention  th e  f i n a n c i a l  s t a t u s  o f  th e  
s u b s id ia r ie s  th e  v a lu e  o f  l i s t i n g  them i s  some­
what l im it e d . Only e le v e n  o f  th e  f i ty - tw o  
s e le c te d  companies which have s u b s i d i a r i e s  i n ­
clude such l i s t s  i n  1945 r e p o r t s . " 12
I t  can be adm itted  t h a t  th e  "v a lu e  o f  l i s t i n g  them
i s  somewhat lim ited "  i f  no s e p a r a te  f i n a n c i a l  da ta  i s  g iv en
on each company* B ut, " l im i te d "  in fo rm a t io n  i s  w orth  more
to  sto ck h o ld ers  and o th ers  th a n  no in fo rm a t io n .  The p ro p e r
12 L oyall Malaren , Annual Reports t& 3 tQQk.hgl.ders, 
Ronald P re s s  Company, 1947, P* 2 |2 ,
<
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l i s t i n g  o f  s u b s id ia r ie s  would su a b le  r e a d e r s  to  seek  
p e r t in e n t  inform atics* from o th e r  so u rce s  and would o b v ia te  
th e  p resen t u n certa in ty  in  many r e p o r t s  a s  to  the subs i& l-  
e r ic s  which e x i s t  end a s  t o  which s u b s i d i a r i e s  a r e  eon* 
s e l ld a te d  sod  which ones a r e  n ot c o n s o l id a te d *13 i n  May* 
1940* & B ra d str e e t , Inc* m ailed  a q u e s t io n n a i r e  d e a l in g
W  a  good p e rc e n ta g e  o f  th e  r e p o r t s  could be used 
in  i l l u s t r a t i n g  the la c k  o f  c l a r i t y  in  l i s t i n g  and handling  
# f  s u b s id ia r ie s  in  th e  rep o r ts*  The fo l lo w in g  a r e  t y p i c a l  
s i t u a t io n s :
The Carborundum Company: Page 2 ,  c ap tio n e d  PThe
P r o p e r tie s  o f  th e  Carborundum Company and S u b s i d i a r i e s , w 
l i s t s  th e parent company and s e v e r a l  f o r e ig n  subsidiaries 
alon g  w ith d e s c r ip t io n s  o f  p ro d u c ts  m anufactured* The 
treatm ent on t h i s  page s u g g e s ts  t h a t  th e r e  are no o th e r  
s u b s id ia r ie s ,  whereas a d o m estic  s u b s id ia r y  i s  Mentioned 
in  th e  p r e s id e n t s  l e t t e r  end i n  Bote B to  th e  f i n a n c i a l  
statem ents*
Eeywoed-W akefield Company: There a re  r e f e r e n c e s  i n
th e  body o f  th e  rep o rt to  "Income ta x e s  on th e  Canadian 
Company* and to  th e  "Lloyd M anufactu ring  Company a t  
Menominee, Michigan** The a u d i t o r ' s  c e r t i f i c a t e  r e f e r s  t o  
•The Heywood-Wakefleld Company and i t s  su b s id ia ry * *
The 1946 A v ia t io n  C o rp o ra tio n  r e p o r t ,  one which i s  
n ot among th e 100 r e p o r t s  in c lu d e d  in  the p r e s e n t  s tu d y , 
co n ta in s  an e x c e l le n t  l i s t  o f  I t s  o p e ra t in g  d i v i s i o n s ,  
su b s id ia ry  and a f f i l i a t e d  companies* I t  i s  a s  fo llow ss
OPhhATlhO X/XVlhXoBS
O rac le*  B i t  l a io n  ~ C in c in n a t i ,  Ohio; Richmond, In d ia n s■* Cold water, Chip; Sandwich, Illinois 
f i p f S S  T S K K i  a iT ig lp n  -  C o n a e ra v U le ,  In d ia n a  
l!vfiominft D iv is io n  -  W ill lams p o r t  a P ennsy lvan ia
en e e r  h e a t e f  xSV iaion  » W il l ia m sp o r t ,  P en n sy lv an ia  -
ai.;.4aA.2M -  D e t r o i t ,  * iefa igaa 
Norton M aaufao tu rlaft D lv ls lo u  -  O lr o le v i l le *  Ohio 
A v c o ‘"foo l and ^ ' c h i n e ~ i v i s i o a  * Toledo, Ohio
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* o s t l y  wlfcb th e  p r e s e n t a t i o n  o f  in fo rm a tio n  l a  f l a a a o l a l  
s t a te m e n ts  t o  6 ,0 0 0  b a n k e rs ,  a o r o a a t i l e  c r e d i t  men, 
a c c o u n ta n ts  and f i n a n c i a l  e x e c u t iv e s  o f  l a r g e  i n d u s t r i a l  
and com mercial c o rp o ra t io n s *  One q u e s t io n  was s t a t e d  
a s  f o l lo w s :  * I f  a  c o n s o l id a te d  f i n a n c i a l  s ta tem en t i s  p re­
p a r e d ,  would i t  n o t  bo a d e s i r a b l e  change in  p r a c t i c e  f o r  
t h e  a u d i t o r  t o  d i s c l o s e  i n  th e  t i t l e  o f  th e  s ta te m e n t t 
a s  a  r e q u i s i t e  p a r t  o f  t h e  e x h i b i t ,  t h e  names and a d d re s se s  
o f  a l l  c o r p o r a t io n s  whose f i g u r e s  a r e  c o n so lid a te d ? * * ^
w souly amm mmisu3a*s
f e j f l i t t  M ^M ^PM rn  -  C in c in n a t i ,  Ohio
i&adlo S t a t i o n s  W ll, C in c in n a t i ,  Ohio; ©ad Vt'IHS,
Maw York, haw f o r k )
C r o s ie r  P i s t r l b , t i n g  C o rp o ra t io n  -  Hew York, M* X*
: C a r r o l l t o n  F u r n i t u r e  M anufac tu ring  Co* -  C a r r o l l t o n ,
Kentucky 
A^oyQiAYMP OOMPAHIx-S
C o n so lid a te d  V u l te e  A i r c r a f t  s& T m m tim  (26*1$ o f  common 
" s to c k J
A C I^ B ril l  M otors Company {4 6$  owned by C onso lida ted  
Y u lte e  A i r c r a f t  Corp• ;  *66$ owned by The A v ia t io n  
C o rp o ra t io n )
h a l l-£ > co tt  M otor Car Company (wholly  owned s u b s id ia r y  
o f  A CY -Brlll M otors Co*}
Hew York S h ip b u i ld in g  (5 9 .6 $  o f  fo u n d ers
stock* and *12$ o r  p a r t i c i p a t i n g  s to c k ,  e q u iv a le n t  
t o  21$ o f  t o t a l  e q u i ty  s to c k * )  
unr^sTMANTs
Asierloan A i r l in e s *  Ino* (4& >Y common s to c k )
gyp I*wl<£gTUgwiura (6^ o f  ooaaaon stock )
l ^ o s e s a l t  f iS lA  I n c .  (20^ o f  ooraaqn a took)
F ro zen  Food P ro d a o te . Ino* (60# o f  common s to c k )
14 Roy A. foaU ke, J f c s  B slaaog  a t te s t  o f  jya& ZaS)SES»
Dub 6  B r a d s t r e e t ,  I n o , ,  Mow f o r k , 1941» P* 17 .
1 5 9
th e  summary o f  s p i l e s  was m  fo llo w s:
T.e.s MO
B ankers m i 2*
C o rp o ra te  f i n a n c i a l  e x e c u t iv e s 93* ' 7*
M ercantile  c r e d i t  mm 97* 3*
A ccoun tan ts 14*
I n s te a d  o f  g iv in g  th e  l i s t  a® a p a r t  o f  t h e  t i t l e
o f  th e  statem ent,15 soma s u g g e s t  t h a t  th e  in fo rm a tio n  Might 
boat bo g iven  In a f o o tn o te ^  or in  an appended l i s t . 17 For 
annual report purposes , I t  i s  su g g es ted  t h a t  th e  l i s t  be 
g lea n  in  two p arts: (1) s u b s i d i a r i e s  whose acco u n ts  a r e
c o n so lid a te d , and (2) s u b s i d i a r i e s  whose a c c o u n ts  a r e  n o t 
c o n so lid a te d .1 3  S in ce  there i s  such wide v a r i a t i o n  o f  
op in ion  a s  to  the p e rc e n ta g e  o f  ownership which l a  n e c e ssa ry  
t o  J u s t i f y  th e  c l a s s i f i c a t i o n  o f  a company a s  a s u b s id ia r y
*5 t h i s  p lan i s  fo llow ed  in  th e  P a c i f i c  Mill® r e p o r t .
16 t h i s  plan i s  fo llow ed  in  th e  C a r r i e r  C orp o ra tio n
report*
17 IM  l i s t s  which a r e  g iven  in  Many r e p o r t s  do n o t 
in d ic a te  w hether th e  a c co u n ts  o f  p a r t i c u l a r  s u b s i d i a r i e s  
a re  co n so lid a ted  o r  a o a ~ c o n s o l ld a te d ,  th e  Mead C o rp o ra tio n  
rep ort l i s t s  the u n c o n so lid a ted  com panies, b u t th e re  i s  no 
I d e n t i f ic a t io n  o f th e  c o n s o l id a te d  s u b s id ia r ie s *
iS  G enera l E l e c t r i c  Company r e p o r t  l i s t s  s ix  o f  h e r  
n o n -c o n s o i id a te d  a f f i l i a t e s  under "Investment®" in  th e  balance  
shee t*  T h is  i s  a  s a t i s f a c t o r y  p r a c t i c e  when th e  l i s t  o f  
s u b s i d i a r i e s  i® no t too  long  f o r  l i s t i n g  w ith in  th e  b a lance  
S h e e t .  The ?• ft. M allory  & C o ., In c .  r e p o r t  fo l lo w s  th e  
same p r a c t i c e  end, in  a d d i t i o n ,  c o n ta in *  a very s a t i s f a c t o r y  
n a r r a t i v e  e x p la n a t io n  of each of th e  s u b s id ia r ie s *
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and  t o  in c lu d e  i t  in  & c o n s o l id a te d  s ta te m e n t ,  th e  bast® of 
c o n s o l id a t io n  should  bo e a t  f o r t h  on th e  l i s t *
The only  excuse  which management can advance for 
o o t su p p ly in g  c l e a r l y  i d e n t i f i e d  l i s t s  i s  th e  shop^worn 
co n ten tio n  a s  g iv e n  by on® resp o n d en t in  th e  Dm & B r s d s t r e e t  
survey th a t "p e rh ap s  i t  shou ld  be w ith h e ld  from p u b lic  and
sem i- p u b l i c  view fo r  t r a d e  o r  f o r  o th e r  r e a s o n s* *^9
T i t l e  o f  f i n a n c i a l  S ta te m e n ts  Should Be C le a r * I f  
t h e  s u b s i d i a r i e s  a r e  i d e n t i f i e d  i n  th e  annua l r e p o r t  a c c o rd -  
l a g  to  one o f  t h e  above p la n s ,  moat o f  th e  d e f e c t iv e  s t a t e *  
s e n t  t i t l e s  would be e l im in a te d .  However, a few o th e r
p o in t s  w ith  r e f e r e n c e  t o  s ta te m e n t  t i t l e s  should b© d is c u s s e d .
The words " c o n s o l id a te d  b a lan ce  s h e e t"  a s  a p a r t  of 
a sta tem ent t i t l e  means t h a t  the company owns one or more 
s u b s i d i a r i e s  and hair c o n s o l id a te d  th e  a c c o u n ts  o f  some o r  
a l l  o f  them in  th e s ta t e m e n t .  "C o n so lid a ted "  sh o u ld , in  
such e a s e s ,  always ap p ear  a s  a part  of th e  s ta te m e n t t i t l e .  
"Balance s h e e t"  ts  a p a r t  o f  th e  t i t l e  should be used only 
when th e  company owns no s u b s i d i a r i e s  o r  when th e  acco u n ts  
o f  the s u b s i d i a r i e s  a r e  n o t c o n s o l id a te d .  I t  fo l lo w s  t h a t  
th e  t i t l e  In The Dayton liubber M anufacturing  Company r e p o r t  
i s  i n c o r r e c t :  "B alance 3h e t ,  October 31* 1946 * The Dayton
Bubher M anufactur ing  Company and S u b s i d i a r i e s ,  Dayton, O hio ."
19 Foulfce, lo c . o l t .
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I t  i s  d e s i r a b l e  f o r  th e  a t a t  ease n t  title to Identify
t h e  ty p e s  o r  g ro u p s  o f  s u b s i d i a r i e s  whose sc  counts e r e  coo**
s o l i d s t e d .  The fo l lo w in g  t i t l e s  illustrate the point:
C o r r e c t , b u t  n o t  co m p le te :
*Heywood-Wakefi e ld  Comparatiire C o n so lid a ted  
S a la n c s  Sheet*
"S unsh ine  B is o u lt s ,  Inc. Consolidated Balance 
Sheet"
"S w if t  & Company C o n so lid a ted  Balance Sheet* 
C o r r e c t  and In fo rm a t iv e :
 *3rTitoTH y ere Company and Domestic and Cana-
d ia n  S u b s id ia ry  Companies C o n so lid a ted  B alance Sheet* 
"Canada Dry G inger  Ale, In c o rp o ra te d  and 
Wholly-Owned S u b s id ia ry  Companies C o n so lid a ted  
B alance Sheet"
"Kastman Kodak Company and S u b s id ia ry  Companies 
in  th e  U nited S t a t e s ,  Canada, H exioo, Cuba, Panama, 
and South America—C o n so lid a ted  B alance Sheet*
More In fo rm a t io n  Than L i s t  o f  S u b s id i a r i e s  Heeded.
4  com plete l i s t  o f  s u b s id ia r y  com panies, preferably o l& s s l-  
f l e d  a s  t o  c o n s o l id a te d  or n o n -c o n s o l id a ia d ,  should appear 
in  every  annua l r e p o r t  f o r  In most current report®  It I s  
not p o s s ib le  t o  i d e n t i f y  a l l  s u b s i d i a r i e s  or to d e t e r ­
mine w hich companies e r e  in c lu d e d  in  th e  co n so lId a  te d  
sta tem en ts . The la c k  o f  information of this type r e p re s e n ts  
an im p o r ta n t  om ission  but, s t i l l  n o t a more v i t a l  omission 
than in  th e  c a se  of f i n a n c i a l  d a ta  on the more important 
s u b s i d i a r i e s .  I f  th e  Incor.a from one or more s u b s i d i a r i e s  
i s  a s i g n i f i c a n t  p a r t  of t h e  t o t a l  parent company income, 
a  c o n d i t i o n  v h lc h  o f te n  applies, s p e c i f i c  Information on 
th e  e a r n in g , r e c o rd  of such s u b s i d i a r i e s  la e s s e n t i a l  to
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in fo rm a t io n  needs o f  s to c k h o ld e r s  and o th e r  g roups* 
f h r  exam ple , i% ** e s s e n t i a l  t h a t ' s ,  I« DuPont de Haacturs 
& Sompaay g iv e s  s p e c i a l  t r e a tm e n t  in  t h e  an n u a l r e p o r t  to 
i t s  22*7 p ercen t in v e s tm e n t  l a  th e  common s to c k  o f  G eneral 
Motors C o rp o ra t io n  s in c e  a  d ec id ed  change i s  the e a rn in g s  
o f  G eneral M otors would a f f e c t  m a t e r i a l l y  th e  e a rn in g s  o f  
GuPont* I t  i s  e v e s  more im p o r ta n t  t h a t  s i m i l a r  informs** 
t ic®  to  give® ©a s u b s i d i a r i e s  i n  w hich  a c o n t r o l l i n g  
in t e r e s t  i s  held*
P ro b ab ly  t h e  most d e s i r a b l e  method of r e p o r t in g  
t b s  f i n a n c i a l  p o s i t i o n  o f  s u b s i d i a r y  companies to the a took- 
h o ld ers o f  th e  p a r e n t  company i s  to  supplem ent th e  parent 
company o r  c o n s o l id a te d  s ta te m e n t  w i th  schedules which 
d e t a i l  and summ arise th e  m ost p e r t i n e n t  phases of subsidi­
ary o p e r a t i o n s  and p o s i t io n *  The fo l lo w in g  a r e  types 
o f  supplem ental d a ta  w hich  would b e  h e l p f u l :
1* In c lu d e  condensed balance sheets, income 
and s u rp lu s  s ta te m e n ts  in columnar form for all 
s u b s i d i a r i e s ,  o r  th e  principal ons©*
2* f o r  each  s u b s i d i a r y  show number of shares 
owned, p e r c e n t  o f  t o t a l  issue, investment as carried 
l a  b a la n c e  s h e e t ,  v a lu e  based on recent market 
q u o ta t io n s*
20 xa t h e  1946 Annual Report, DuPont, in a 22-year 
f i n a n c i a l  summary, b re a k s  t h e  annual net income figure down 
i n t o  two i t  ernes "from  O p era tio n s*  and "From Investm ent in 
G enera l Motors C o rp o ra tio n * "
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3. F o r each  s u b s id ia r y  show n e t  income f o r  tb s  
y e a r ,  a v e ra g e  income f o r  b period  of y e a r s ,  equity- 
i n  n e t  income f o r  t h e  y e a r ,  d iv id e n d s  rece iv ed  
d u r in g  tb e  y e a r ,  e q u i ty  in u n d is t r ib u t e d  ea rn in g s  
s i n c e  d a t e  o f  a c q u i s i t i o n ,  e q u i ty  i n  n e t  a s s e ta  
a t  end o f  th e  y e a r .
4* In c lu d e  a com parative  summary o f  net a s s e t s ,  
n e t  income end s u rp lu s  o f  subsidiaries f o r  a period 
o f  t e n  o r  more y e a r s .
5* I n c lu d e  a  s c h e d u le  showing a breakdown o f  
t h e  1****#  by com pany e e n e e e s t ^ t h e  p a r e n t  c » f s « y  
and  a~ah a f  t h e  g * h * ld l* j ’te a #  FereesbM & e* o f  th e ,  
t o t a l  miga** e l s e  be  ah**r: o r  th e  breakdown g iven  
• »  * r-e riod  o f  y e a r s . 5**
P a r e n t  Company S ta te m e n ts  v s . C o n so lid a ted  .S tatem ents. 
f l i t  s tu d y  end o th e r s  have r e v e a le d  t h a t  p r a c t i c a l l y  all 
a n n u e l  r e p o r t s  c o n ta in  e o n s o lId a ta d  s ta te m e n ts  and t h a t  
a lm o s t no r e p o r t s  c o n ta in  on ly  p a re n t  company reports or
21 Some in fo rm a t io n  o f  the type su g g es ted  her© Is 
found in  fo u r  o f  the r e p o r t s :  American Bolling Mill Company,
The Hoever Com any , G enera l H o to rs  Corporation, and Universal 
P i c t u r e s  Company, In o . The best t r e a tm e n t  known to  the wri­
t e r  in  1946 an n u a l r e p o r t s  is i n  the Aviation Corporation 
r e p o r t ,  on© which i s  n o t  among the 100 reports Included in 
th e  p r e s e n t  s tu d y .  T h is  r e p o r t  a l s o  c o n ta in s  full end 
i n t e r e s t i n g  n a r r a t i v e  coverage of the subsidiaries*
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both t y p e s .22 tH is  co n d itio n  i s  p a ra d o x ic a l s in c e  th e  
sto ck h o ld ers and em ployees o f th e  p a re a t  company a rc  
p r im a r i ly  in te r e s te d  in  th e  sta tem ents o f th e ir  company 
e e  an independent u n it  and o n ly  s e c o n d a r ily  w ith  th e  con* 
e o lid e te d  sta tem en ts o f  th e  group  o f a f f i l i a t e d  companies* 
C onsequently, i t  i s  unfortunate t h a t  th e  r e p o r t s  u s u a lly  
con ta in  on ly  c o n s o lid a te d  s ta tem en ts*  To meet th e  c r i t e r i a  
o f  accu racy , com p leten ess, and c l a r i t y  i t  a p p e a rs  th a t  
th e  annual r e p o r t  should in c lu d e  a s  a minimum p a re n t  company 
S ta te m e n ts , co n so lid a ted  sta tem en ts, supp lem entary  sc h ed u le s , 
end ap propriate su b sid ia ry  l i s t s .  W ithout such In fo rm a tio n  
S to ck h o ld ers , em ployees, and th e  g e n e ra l p u b lic  cannot use 
the annual rep o r t to  the b est ad v an tag e  fo r  a n a ly t i c a l  pur* 
p o se s .
g a r r a tiv a  D escr ip tio n  o f  Subsid iary  Companies. The 
n a r r a tiv e  s e c t io n s  o f  most re p o r ts  c o n ta in  in c id e n ta l  
r e fe r e n c e s , i f  any, to  su b sid ia ry  com panies. A few r e p o r t s ,  
on th e  other hand, con ta in  rath er com plete  d e s c r ip t io n s  o f  
each su b s id ia r y , In clu d in g  th e  h is to r y  and n a tu re  o f  th e  
e n te r p r is e , i t s  gen era l ch aracter and p a s t re c o rd , o u tlo o k  
fo r  th e  fu tu r e , e t c . 23 In fo rm a tio n  o f  t h i s  ty p e  i s  v a lu a b le
Hookey, ^ u ? 8 8 l* *P & o S 8 flt lf i$ 9 . X5fto. H f? r  " *  Churles S *
23 auch coverage  i s  found in  th e  fo llo w in g  r e p o r t s :  
A m erican  B olling M ill Company, D re sse r  I n d u s t r i e s ,  I n c . ,
P . fu  M allo ry  C o .,• • In c .,  M innesota M ining and M anufactu ring  
Co. p e t t ib o n e  M ulliken  C o rp o ra tio n .
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l a  a p p ra is in g  til* f in a n c ia l  s t a t i s t i c s *  Such in fo rm a tio n  
I s  requ ired  by th e  S e c u r it ie s  and Exchange Commission 
from C orporations which r e g i s t e r  s e c u r i t i e s *  Though too  
much d e s c r ip t iv e  d e t a i l  can be g iv e n , i t  i s  b e liev e d  th a t  
such m a ter ia l on s u b s id ia ry  company operation®  i s  more 
s ig n i f ic a n t  i n  moat rep o r ts  th a n  th e  extended p ro d u ct 
coverage*
j?sc o f  C h a rts  in  C la r i fy in g  S u b s id ia ry  bc la tio n sh ip ® * 
t i e  beat d ev ic e  f o r  shew ing th e  h o ld in g  company s t r u c tu r e  
i s  th e  o rg a n iza tio n  c h a r t  a s  used in  th e  r e p o r ts  of a 
f e e  companies* The b e s t  such c h a r t s  ap p ear in  th e  Simmons 
Company and AT? Incorporated r e p o r ts *
The on ly  o th er  ty p e  o f  c h a r t  used in  th e  100 r e p o r ts  
to  show su b sid ia ry  r e l a t i o n s h i p s  were th e  th re e  comp, n e s t - p a r t  
bar eh a rts  in  th e D resser I n d u s t r i e s ,  Inc* re p o rt*  These 
ch arts p ortray , fo r  a ten -y ea r  p e r io d , th e  fo llo w in g *
1 . C o n so lid a te d  e a rn in g s  o f  D re sse r I n d u s t r i e s ,  
Inc* and p r e a c q u is l t lc n  e a rn in g s  o f  member companies*
2 . S a le s  ( c i v i l i a n  and war p ro d u c ts} —assum ing 
a l l  p r e s e n t  member com panies had been p a r t  o f D resser*
3* . r o p u r ty , p l a n t ,  and equipm ent o f D resse r
I n d u s t r ie s ,  In c .  and c o n s o lid a te d  s u b s id ia r i e s ,  and 
member com panies p r io r  to  a c q u is i t io n *
Uoi com panies can use  more c h a r ts  to  b e t t e r  inform  
r e p o r t  r e a d e r s  on v a r io u s  s u b s id ia ry  r e l a t io n s h ip s .
m
s s z m m  s t  M i I s m m * s m a n .
P la n t s ,  d iv i s io n ^  and o f f i c e s  o f  v a r io u s  ty p e s ,  
a r e  p re s e n te d  th ro u g h  l i s t s ,  p h o to g rap h s , sketch#®, c h a r t s ,  
maps, end n a r r a t i v e  r e f e r e n c e s .  The coverage  l a  o f te n  
combined w ith  th a t  of t h e  p ro d u c ts  m anufactured  and s o ld .  
T h is  f a c t  p lu s  th e  la c k  o f  any re c o g n is a b le  p a t t e r n  o f  
p re se n ta tio n  makes th e  sy s te m a tiz in g  o f  th e  d a t a  d i f f i c u l t  
and le a s  exact than  in  o th e r  p h ases  o f  th e  s tu d y .
The fo llo w in g  breakdowns p ro v id e  a com posite 
o u t l i n e  o f  th e  p r e s e n ta t io n s  in  th e  100 r e p o r t s :
4
10 -  No co v erag e  w h a tev er
90 -  From a few l i n e s  to  Id p ag es—av erag in g  be­
tween th r e e  and fo u r  p ag es
45 -  C o n ta in  some ty p e  o f  l i s t  of p l a n t s ,  d iv i s io n s ,  
e t c .
56 -  C on ta in  one o r  more p ic tu re s  o f p l a n t s ,  o f f i c e s ,  
e t c .
23 -  Contain maps showing lo c a t io n s  o f  p la n t s ,  
d e a le r s ,  e t c .
60 -  C on ta in  n a r r a t iv e  r e f e r e n c e s  to  p la n t s ,  
d iv i s io n s ,  o f f i c e s ,  e t c .
The amount o f  sp a ce  devo ted  to  p h y s ic a l p la n t  and 
f a c i l i t i e s  i s  more th a n  tw ic e  th e  sp ace  devoted  to  e i th e r  
su b s id ia ry  r e l a t i o n s h ip s  o r th e  management s t a f f .  For 
a n a ly t ic a l  p u rp o ses  by th e  s to c k h o ld e rs , em ployees o r 
gen era l p u b l ic ,  a d e s c r ip t iv e  p r e s e n ta t io n  o f  p la n ts  and 
p h ysica l f a c i l i t i e s —w ith  em phasis on p la n t  expansion or 
m o d e rn iz a tio n —i s  of l e s s e r  im portance  th an  management or 
s u b s id ia r y  r e l a t i o n s h i p s .  Management d e c is io n s  a r e  o f  key
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im portance fo r  mastageseat d e c id e s  what p la n ts*  d iv is io n s *  
o f f ic e s *  a t e ,  a re  t o  be b o u t ,  p u rchased , an larged*  
e s ta b lis h e d , or abandoned.
The p resen ta tio n  o f  p la n ts  and d iv is io n s  would be 
mere v a lu a b le  I f  g r e a te r  emphasis ware p laced  on th e  
s p e e i f i e  o f f e a t  o f  p la n t and f a c i l i t y  changes on outpu t*  
e f f ic ie n c y *  and u n it  c o a ts . Most o f  th e  present co v erag e  
can be j u s t i f i e d  on ly  on th e  b a sia  o f  i t s  p o s s ib le  in te r a c t  
value, Thera appears d e f in i t e ly  to  be a r e l a t i v e  o v e r­
em phasis o f  p la n ts  and f a c i l i t i e s  in  many o f the r e p o r t s ,
Haless th e  p resen ta tio n  bears d ir e c t ly  on o u tp u t*  u n i t  
costs* and concom itant facto rs*  th e  readers have no t been 
Vlefermed”, I t  can add but l i t t l e  to  the f i n a n c i a l  s to ry  
e f the company.
Address o f Main O ffic e s  and S ta te  o f  In c o rp o ra t io n , 
Xm view  o f  th e  fa c t  th a t  com panies a r e  g lad  t o  have s to c k ­
holder* employee* or p u b lic  in q u ir ie s *  i t  i s  im p o rta n t th a t  
as appropriate o f f i c e  address o r a d d re s s e s  be g iv e n , f o r  
example* the Glenn L. M artin  Company shows on th e  In s id e  
fro n t cover: “P ost O ffic e  A ddress: B a ltim o re  3* Maryland,w
lik ew ise *  th e  M aryland Drydock Company shows:
HMH OFFICE AKD SHIPYARD HEW YOKE OFFICE
? . 0 . Bor 6306* Couth S ta t io n  1 Broadway
B a ltim o re  30, M aryland Hew York 4* Hew York
i m
M eat other r e p e r t s  carry s im i la r  in fo rm a tio n  b u t in  some 
i t  i s  n e t  prom inently d isp la y ed  on tb s  f  i r s t  f  mm pa gas* 
However, tb s  on ly  t& ing su g g e s t iv e  o f an o f f i c e  a d d re s s  
In tb s  General E le c tr io  Company r e p o r t  i s  t b s  i n s i d e  a d d re ss  
e f  "S ch en ec tad y , M« Y*w in  th e  p r e s i d e n t s  l e t t e r *
Another type o f  a d d re s s  in fo rm atio n  w hich i s  
sometimes g iv e n  i s  t b s  s t a t e  e f  in c o rp o ra tio n *  Such 
d es ig n a tio n  mere o f t e n  appears l a  th e  a u d i t o r 's  c e r t i f i ­
c a te  o r  l a  t b s  t i t l e  t o  th e  b a lan ce  s h e e t .
C overage o f P ro d u e ts  M anufactured o r Sold
I t  l a  hardly p o s s ib le  to  w r i te  an annua l r e p o r t  
w ithou t some co v e rag e  o f  company products*  A c tu a l ly ,  
however, b u t few com panies fo llo w  a p o l ic y  o f  t r e a t i n g  
th e  m an u fac tu re  and  s a l e  o f  p ro d u c ts  in  an in c id e n ta l  way 
o n ly , th e  tren d  in  r e c e n t  y e a rs  has been tow ard th e  use  
e f  more and more p ro d u c t m a te r ia l .  Only f i v e  r e p o r t s  con­
ta in  minimum p ro d u c t coverage* In  th e s e  r e p o r t s  p ro d u c ts  
are tr e a te d  i n c id e n t a l l y ,  bu t v ery  b r i e f l y  and w ith o u t 
em phasis*24 The rem ain d er o f  t h e  r e p o r t s  f e a tu r e  p ro d u c ts , 
product u s e s , p ro d u c tio n  p ro c e s s e s , trad e -m a rk s  o r  some 
such phase* T h ir ty - tw o  r e p o r ts  d ev o te  from f iv e  t o  tw enty
2^ Adam Hat S to r e s ,  In c* ; H ubert © air Company, I n c . ;  
G o ld b la t t  B r o s . ,  I n c . ;  S tan d ard  O il  Company (Hew J e r s e y ) ;  
John B. S te ts o n  Company.
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f a g e s .  Tii® average sp ace devoted fox* a l l  o f th e report®
1® a lm ost four pages* T his rep resen ts  more coverage than 
fo r  p h y s ic a l p la n t and f a c l l i t l e a .  .
The type o f  coverage la  roughly su ggested  by the  
fo llo w in g  breakdown:
73 -  Contain product photographed
67 -  Contain n a rra tiv e  d e s c r ip t io n s  and exp lan ation s
35 -  Contain product l ia t s 2 o
Heed fo r  Product Coverage In th e  R eport* The stock*  
holder and oth er  rep o rt readers cannot make adequate 
faaXysee e f  a company's f in a n c ia l  s t a t i s t i c s  w ithou t some 
fupplementary Inform ation  on th e  company's production*
Status o f  the industry* and r e la t iv e  p o s it io n  o f  the com­
pany In th e Industry* Inform ation may he needed on th e  
variety o f  products produced* th e  u ses o f  th e s e  products*  
hew and where products are marketed* recen t product develop­
m ents, trend in  product uses* raw m ateria l supply* production  
record o f  th e  company In r e la t io n  to  other companies and 
the industry* Some d ata  o f  t h is  so r t  i s  requ ired  i f  th e  
rep ort c r i t e r ia  o f  aoouracy and com pleteness are to  be met*
In th is  con n ecti n *  i t  i s  emphasized that the p o s s ib i l i t y  
of "Informing** through photographs—th e most w id ely  used
25 included  in  t h i s  t o t a l  are e ig h t rep o rts  which 
co n ta in  product sk etch es and trade-mark drawings*
26 some o f th e  l i s t s  a r e  o f p r in c ip a l product®  only*
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4oTlo9**-is l im ite d  ia d te d * L i s t s ,  c h a r t s ,  and n a r r a i l  v® 
treatm ent d e s e rv e  r e l a t i v e l y  g r e a t e r  use  i n  f u tu r e  repo rt® .
P ro d u c t  co verage  m y  be o f  some v a lu e  i n  making 
th e  rep o r t more I n t e r e s t i n g  and a p p e a l in g  to  th e  reader*
Some photographs can be J u s t i f i e d  on t h i s  b a s i s ,  bu t i t  
i s  doubted th a t o n e -h a lf , o n e -th ird , o n e - f o u r th ,  o r  even  
e n e - f i f t h  o f  the rep o r t can be devoted l o g i c a l l y  to  p ro­
duct coverage .
General Commenta on Produet Coverage* U n fo r tu n a te ly  
product p ic tu r e s  are in te r sp er sed  th ro u g h o u t many o f  th e  
R eports. Suoh treatm ent p r o h ib its  coordinated  h an d lin g  o f  
th e  product p resen ta tio n  and in te r fe r e s  w ith  a c l e a r  p r e s e n ta ­
t io n  a t  o th er  report to p ic s*  th e  B riggs M anufactu ring  
Company rep ort i s  a good example o f  th e o v e r -u se  o f  produc t 
p ic tu r e s  and th e  random placement o f  th e  p ic tu re®  th roughou t 
th e  report* Two a lt e r n a t iv e  plana a r e  recommended;
1* Use th e  eovers and/or a p a r t  o f  one or 
two pages on which products a r e  p ic tu re d  and
d isc u sse d , or
2* Use a b lock  o f  c o n s e c u t iv e  page® fo r  th e  
n a r r a t iv e , p ic t o r ia l ,  and o th e r  p ro d u c t treatment*
The volume o f product® m anufactured  or so ld  i s  a 
typ e o f  in form ation  which i s  o f  v i t a l  Importance* Smphaaia 
should be placed on th e  production reco rd  and outlook  
ra th er  than mere product d e s c r ip t i o n  and a d v e r t i s in g *
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Product u n it d a ta  la  a s s .n t i a l  In  flaw  o f  tha  f a . t - e h i f t l a e  
p r io a  la v .1 .  Some o f  th e r e p o r ts , but r e l a t i v e l y  few , g iv e  
ooaprenenslve data In c h a r ts , t a b le s ,  mud n a r r a t i v e .  Examples 
o f  such coverage are:
1 . Cudahy P ack ing  Company s By mmm  o f  
ta b le s  and n a rra tiv e  g iv e s  d a ta  f o r  in d iv id u a l  
y ea rs  on typ es o f  l iv e s to c k  on fa rm s, l iv e s to c k  
p ro cessed , p r ic e  f a c t o r s  In v o lv ed , e t c .  The 
in te r p r e ta t io n s  o f  p re s e n t  c o n d i t io n s  ana f u tu re  
ou tlo o k  e r e  good.
^  2 . General Motors C o rp o ra tio n : G ives a c h a r t
* showing th e  number e f  e a r s  and t r u c k s  produced in
General Motors p la n t s  each  month d u rin g  the p e r io d  
b egin n ing  in  September 1945 and ru n n in g  th rough  
December 1946 as compared w ith  th e  same months 
In  1940 and 1941* A ta b le  shows u n i t  s a le s  o f  
ea rs  and t r u c k s  m anufactu red  in  th e  U n ited  S ta te s  
and Canada and by fo re ig n  s u b s id ia r i e s  f o r  each 
year in  the period  1937 th ro u g h  1946. The n a r r a t iv e  
coverage i s  s c a n t and u n in te r p ro b a tiv e .
3 . Kenneoott Copper C o rp o ra tio n : G ives p ro ­
d u c tio n  f ig u r e s  on s e v e r a l  m e ta ls  f o r  each y e a r  In  
th e  p e r io d  193® th ro u g h  1946. A lso c o n ta in s  b ar 
c h a r t s  showing copper p ro d u c tio n  f o r  th e  p e r io d
1?2
1915-1946# m o ly b d en ite  p ro d u c tio n  f o r  1936-1944, 
g o ld  p ro d u c tio n  f o r  1930-1946, and © ilv a r p ro d u c tio n  
f o r  1930-1946* U n fo r tu n a te ly , the narrative 
m a te r ia l  i s  b r i e f  and uninform ative*® ?
The volume and ty p e  o f p ro d u c t coverage In a t  l e a s t  
o n e -th ir d  o f  th e  r e p o r t s  su g g e s t th a t  an a tte m p t i s  b e in g  
made to  i n t e r e s t  th e  r e a d e r s  in  buying  company p ro d u c ts  
ra th er  th e n  I n t e r e s t i n g  th e  r e a d e r  in  exam ining and u n d er­
stan d in g  th e  f i n a n c i a l  r e p o r t .  P ro d u c t co v e rag e , in s te a d ,
Should have th e  p rim ary  o b je c t  o f  p ro v id in g  th e  s to c k -
in fo rm a tio n  w hich a id s  in  th e  p ro p e r  a n a ly s i s  and i n t e r
**
p ro b a tio n  o f  th e  f i n a n c i a l  s t a t i s t i c s *  Only l im ite d  and
in c id e n ta l e f f o r t  sh o u ld  be made in  th e  r e p o r t  to  Induce 
read ers to  buy the company * s p ro d u c ts . D ire c t  s e l l i n g  
ap peals should p ro b ab ly  be avoided.^®
27 o th e r  r e p o r t s  w hich  c o n ta in  important product 
s t a t i s t i c s  a r e :  L aP lan t-C h o a te  M anufactu ring  Co*, Inc.,
Duplex* C orporation , U* 3. 3 te e l  Corporation, K a r r is-Keybold 
Company, Mead C o rp o ra tio n *
2$ Am example o f  a d i r e c t  a p p e a l i s  found in  th e  
Walgreen Company r e p o r t . At th e  bottom  of a one-page 
statem ent o a p ttoned""Walgreen Drugs and W algreen Agency 
Drug S to r e s —The Sign o f  L e a d e r s h ip ,” th e  fo llo w in g  appeal 
i s  made: 'W algreen  d ru g  s to r e s  and W algreen Agency drug
s to r e s  a sk  your p a tro n a g e —a s  a Walgreen stockholder, and 
a s  a d isce r n in g  customer** T h is  ty p e  of appeal 1® not wholly 
o b je c t i o n a b le ,  but i t  i s  doub ted  that such an appeal is 
needed*
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Some su rv e y s  have shown t h a t  s to c k h o ld e r s  l i k e  to  
have in fo rm a tio n  on th e  c o r p o r a t i o n s  a d v e r t i s in g  program 
i n  t h e  a n n u a l r e p o r t . 29 To th e  s to c k h o ld e r  and employee* 
how ever, th e  a d v e r t i s in g  program  a p p e a rs  to  he a r e l a t i v e l y  
unim portant an n u a l r e p o r t  to p ic *  T h is  i s  t r u e  because i f  
th e  program  h as  been v e ry  e f f e c t iv e *  th e  r e p o r t  re a d e r  i s  
a l r e a d y  f a m i l i a r  w ith  th e  a p p e a ls  and media used and* in  
any case* a statem ent on th e  a d v e r t i s in g  p o lic y  does no t 
add t o  th e  f i n a n c i a l  s t o r y .  Em phasis on th e  a d v e r t i s in g  
program  can be J u s t i f i e d  o n ly  on a b a s i s  o f  p ro d u ct a d v e r t i s ­
in g  o r  i t s  g e n e ra l  I n t e r e s t  v a lu e .
F orty-one o f  th e  r e p o r t s  have some s o r t  o f coverage 
on i t s  a d v e r t is in g  p ro g ram .3® T h ir ty -n in e  of th e s e  c o n ta in  
n a r ra tiv e  trea tm en t; 18 c o n ta in  pho tographs a n d /o r  c o p ie s  
o f  magazine o r  new spaper c u ts  u sed ; 64  pages a r e  d evo ted  to  
the t o p ic .
29 s e e  P re p a ra t io n  o f  Company Annual R e p o r ts , R esearch  
Report No. 16 , Am erican Management A s s o e la tio n 1, l e w mYo rk ,
1946. p .  20; **S to c k h o ld e rs  T e l l  What They Want in  Annual 
R e p o r t s ,” P r i n t e r yg I n k . J a n u a ry  2 5 , 1946, p . 24.
30 i n  some o f  th e s e  .r e p o r ts  o n ly  a s h o r t  parag rap h  
o r  two i s  g iv e n . For exam ple, The D ra e k e tt Company r e p o r t  
c o n ta in s  th e  fo llo w in g  p a ra g ra p h --a  v ery  co n fu sin g  one 
In d eed :
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Xa g e n e r a l ,  and u n d e rs ta n d a b ly , th e  r e p o r t s  which 
g iv e  m ost em phasis t o  th e  a d v e r t i s in g  program  a r e  com panies 
which m an u fac tu re  ooasomex* goods* Samples of coverage are 
g iv e n  below :
1* U a ite d -H sx a ll Drug, In s* ; tw o-page sp read  
w hich d e s c r ib e s  th e  n a t io n a l  a d v e r t i s in g  program  
In a u g u ra te d  t a r e s  y e a rs  ag o , i t s  o b je c t iv e  aM  
m edia w ith  th r e e  a p p ro p r ia te  p i c t o r i a l  i l l u s t r a t i o n s *  
2* B ris to l-M y e rs  Company; f iv e  pages devoted 
-  t o  a  n a r r a t i v e  e x p la n a tio n  o f  th e  n e c e s s i ty  to
" ~ • a d v e r t i s e  brand-nam e consumer goods # a d e ta i l e d
l i s t i n g  o f  r a d i o  shows, w ith  p i c t u r e s  o f  th e  p e r­
fo rm e rs , two pages o f  c u te  o f  p ro d u c t  a d v e r t i s e -  
m eats u se d , and a  o n e-page cu t o f  an *i n s t i t u t i o n a l *  
a d v e r t is e m e n t«
3* B lue B e l l ,  Xnc*s two-page sp read  on how 
p ro d u c ts  a r e  promoted* I l l u s t r a t i o n s  o f  media used 
end good d e s c r ip t io n  inc luded*
*Weueiso expanded o u r  a d v e r t i s in g  d u r in g  th e  p e r io d  
severed  by t h i s  r e p o r t*  We p o in te d  out over a y e a r  ago 
th a t e a r  p r o f i t s  l a  th e  f i s c a l  y e a r  1945*46 were l a r g e r  
because we could  n o t  r a i s e  o u r a d v e r t i s in g  to  what we con­
s id ered  a s  a d e q u a te  l e v e l ,  due to  th e  paper  shortage**
2 fcis s ta te m e n t i s  more co n fu s in g  th a n  in fo rm ativ e*  
th e  stockholder i s  a p t  to  have d i f f i c u l t y  i n  u n d ers tan d in g  
management1s d e c is io n  to  In c re a s e  a d v e r t i s in g  ex p en d itu re s  
when 1 9 4 5 -4 6  p r o f i t s  were l a r g e r  because  o f  th e  low l e v e l  
Of th e  advertising  e f f o r t*
4* P* E* Mallory & Go#* Inc. s one-page 
n a r r a t i v e  explanation of advertising policy 
and media*
These p r e s e n ta t io n s  s e t  f o r th  th© i*©spectiv© 
a d v e r t i s in g  p o l i c i e s  in  i n t e r e s t i n g  and a t t r a c t i v e  form* 
T here  i s  in d ic a t io n  in  o n ly  one o f th e  r e p o r t s  o f  th e  amount 
o f  a d v e r t i s in g  e x p e n d i t u r e * ^  As w ith  p r a c t i c a l l y  a l l  o th e r  
f u n c t io n a l  expense i te m s , management has fo llow ed  a p o lic y  
e f  s e c r e c y • The s ta te m e n ts  on th e  a d v e r t i s in g  program s 
a r e  i n  v e ry  g e n e ra l  term s*  n e v e r th e le s s ,  t h i s  ty p e  o f 
co v erag e  i s  c o n s id e re d  to  be more i n t e r e s t i n g  and in f o r ­
m a tiv e  th a n  th e  mere r e p r i n t s  o f  a d v e r tis e m e n ts  used d u r­
in g  th e  year«32
R esea rch  Program  GoyeraR©
S ix ty  o f  th e  r e p o r t s  c o n ta in  r e f e re n c e s  to  r e s e a rc h  
a c t i v i t i e s *  The sp a ce  devo ted  ran g es  from  a few l i n e s  to
33- G o ld b la t t  B ro s* , Inc*
32 f o r  exam ples o f  t h i s  ty p e  o f  p r e s e n ta t io n ,  see  
th e  r e p o r t s  o f  Dayton Rubber M anufactu ring  Company and 
Vi eh Ghemlcal Company* I t  i s  a l s o  doubted  th a t  
s e l f - c o m p l i m e n t s  o f  th e  fo llo w in g  ty p e  c o n tr ib u te  to  good 
r e p o r t in g s  "The Hoover Company r e c e iv e s  r e c o g n i t io n  and 
maay g iv e  com plim ents fo r  th e  q u a l i ty  and ap p ea l o f  our 
n a t io n a l  m agazine a d v e r t i s in g ."
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11 pag e a ,3 3  w ith  at* a v e ra g e  f o r  t h e  s ix ty  report©  o f a l ­
m ost two p a g e s . T h ir ty -s e v e n  o f  th e s e  report©  c o n ta in  
p h o to g rap h s  o f  r e s e a r c h  n a t i v i t i e s  and 57 r e p o r t s  c o n ta in  
n a r r a t i v e  co v e ra g e .
In  view o f  th e  co n tin u o u s  s t re a m  o f  new p ro d u c ts  and 
th e  s c i e n t i f i c  deve lopem en ts which have f a r - r e a c h in g  p ro d u c t 
im p l ic a t io n s ,  a  company1s  r e s e a r c h  a c t i v i t i e s  should  have 
c o n s id e ra b le  r e a d e r  i n t e r e s t .  However, th e r e  i s  need f o r  
th e  r e p o r t  on r e s e a r c h  a c t i v i t i e s  to  he In fo rm a t iv e  a s  w ell  
a s  i n t e r e s t i n g .  The L aP lan t-C h o a te  M anufac tu ring  Co. 9 I n c . ,  
S eh en ley  D i s t i l l e r s  C o rp o ra tio n , and C e lan ese  C o rp o ra tio n  
e f  A m erica r e p o r t s  c o n ta in  i n s t r u c t i v e  p re se n ta t io n ® . The
i*
l a t t e r  r e p o r t  end th e  Carborundum Company r e p o r t  a r e  th e  
o n ly  o n es  e f  th e  group  which c o n ta in  a re c o rd  o f  ex p en d i­
tu r e s  f o r  r e s e a r c h  o v e r  a p e r io d  o f  y e a r s .
Some o f  t h e  b e s t  r e s e a rc h  p r e s e n ta t io n s  co v e r  on ly  
one p ag e . Among th e  b e t t e r  su ch  pa;;es a r e  th o s e  i n  th e  
P h i l i p  M o rris  A O o ., L t d . ,  In c .  end th e  Plomto Tool Company 
r e p o r t s .  Both s ta te m e n ts  s p e c ify  what has been done, why 
i t  h as  been done, and w hat i s  now b e in g  done. In  c o n t r a c t ,  
th e  fo llo w in g  coverage  from  th e  Union Bag k Paper C orpora­
t i o n  r e p o r t  i s  n e i th e r  i n t e r e s t i n g  nor in fo rm a tiv e :
33 tn e  American Can Company r e p o r t  devote© o n e - th i r d  
o f  i t s  pages to  i t s  r e s e a rc h  a c t i v i t i e s  over a p eriod  of 40
y e a r s .
17?
"Developm ent end r e s e a r c h  a c t i v i t i e s  have 
been co n tin u ed  e n e r g e t ic a l ly  d u r in g  th e  y e a r .  Many 
new p ro d u c ts  have been added end eoaaid  t r e b l e  
p ro g re s s  bee been  made in  th e  re co v e ry  end use  o f  
b y -p ro d u c ts , r e d u c t io n  o f  m an u fac tu rin g  co s ts*  b e t t e r  
u t i l i z a t i o n  o f  raw m a te r i a l  and improvement o f  
f  i n i  abed p ro d u c ts*  In  t h i s  work th e  s e r v ic e s  of 
s e v e r a l  n a t io n a l ly  known r e s e a r c h  i n s t i t u t i o n s  
a r e  used  f o r  s p e c i f i c  p r o j e c t s  f o r  which s p e c i a l i s t s  
o r  equipm ent a r e  not a v a i l a b l e  w ith in  th e  company 
o rg a n is a t io n * "
H i s t o r i c a l  Summary of  th e  Company
f h c  r e p o r t  r e a d e r  who t r i e s  to  i n t e r p r e t  th e  f in a n ­
c i a l  f a c t e  o f  an e n t e r p r i s e  h as  need f o r  some in fo rm a tio n  
o th e r  th a n  f i n a n c i a l  and o p e ra t in g  s t a t i s t i c s *  He needs to  
know some g e n e ra l  th in g s  ab o u t th e  n a tu r e  o f  th e  b u s in e s s  
and i t s  h is to ry *  Such background in fo rm a tio n  i s  r e q u i r e d  
i f  t h e  p e r t in e n t  f i n a n c i a l  f a c t s  a r e  t o  be summarised and 
a d e q u a te ly  ev a lu a ted *
In  r e c o g n i t io n  o f  t h i s  need e ig h t  o f  th e  r e p o r t s  
c o n ta in  h i s t o r i c a l  summ aries of th e  company* Some o f  th e  
sum m aries have i n t e r e s t  ap p ea l a lso *  Many o f  th e  r e p o r t s  
co u ld  be more in fo rm a tiv e  and j u s t  a s  a t t r a c t i v e  and i n t e r e s t ­
in g  i f  some o f  th e  sp a e e  now d evo ted  to  p la n t  and product 
co v e rag e  w ere used in  p re s e n tin g  th e  h i s t o r i c a l  h ig h l ig h ts  
o f  th e  e n te rp r is e *
A b r i e f  c h a r a c te r i s a t i o n  o f  th e  h i s t o r i c a l  summaries 
In  th e  e ig h t  r e p o r t s  fo llo w s :
i?a
1* American C h ic le  Company--1̂ !  T e a rs . * .A 
Review ©f Of © ra tio n s ” ? C on ta in s a fo u r-p ag e  n a r ­
r a t i v e  © S a n a t i o n ,  p a r t ly  f i n a n c i a l ,  o f  m a t  
s i g n i f i c a n t  developm ent d u r in g  each  f iv e - y e a r  
p e rio d *
2 . B lue B e l l ,  I n c . — ”1908 to  194&w: The
fo u r-p a g e  p r e s e n ta t io n  © an sia ta  o f  32 numbered 
b r i e f  e x p la n a t io n s  o f  a like-hum b© r o f s i g n i f i -  
e a n t © vents in  th e  h i s to r y  o f  th e  company. Beoh 
©vent e x p la n a tio n  i s  accom panied by a sym bolio 
skatoh*  The p r e s e n ta t io n  i s  c o l o r f u l ,  has re a d e r  
a p p e a l ,  and i s  d e f i n i t e l y  in fo rm a tiv e .
3* The Carborundum C om pany--"H istory” : con­
s i s t s  o f  a  tw o-page s t r a i g h t  n a r r a t iv e  acco u n t o f 
th e  f i r s t  ex p e rim en ts  o f t h e  fo u n d er of th e  com­
pany and l a t e r  company developm ents in  c o n s e rv a tiv e  
s t y l e  and g e n e ra l  te rm s . The s to r y  doe-3 n o t p ro v id e  
a p e r s p e c t iv e  com parable to  t h a t  o f  th e  B lue B e ll  
r e p o r t*
4* f e r r o  Enamel C o rp o ra tio n — "Background and 
H is to r y ” ? A tw o-page summary s im i la r  to  th a t  o f  
B lue B e ll*
5 . O o ld b la t t  B r o s .» I n c .— "The F i r s t  32 
Y e a rs” : c o n s i s t s  o f  a fo u r-p a g e  n a r r a t iv e  coverage
to g e th e r  w ith  c o lo r f u l  sk e tc h e s  o f  15 o f th e  company’ s 
s t o r e  b u ild in g s*  The p le a s in g  n a r r a t iv e  s t y l e  and 
th e  u se  o f  many f a c t s  and p o lic y  developm ents a re  
In  c o n t r a s t  t o  th e  Carborundum Company t r e a t i s e .
6* Simmons Company: fo llo w in g  a s h o r t  p r e s i ­
d e n t ’ s l e t t e r ,  te n  pages a r e  d evo ted  to  a "H is to ry  
o f  Simmons Company*” Some of th e  o th e r  m a te r ia l  
has an h i s t o r i c a l  em phasis* The rea so n  f o r  such  
ex tended  tre a tm e n t i s  th e  7 5 th  a n n iv e rsa ry  o f  th e  
company* The f a c tu a l  s to r y  i s  co m p le te , b u t th e  
p r e s e n ta t io n  I s  lo n g  ( to o  lo n g , no doubt) and 
u n a t t r a o t iv e .
7 . S w ift 4 Company— " T ra d it io n  o f th e  Bed 
Wagon” ; c o n s i s t s  o f  a tw o-page n a r r a t iv e  sta tem en t*  
The s to r y  i s  a p p e a lin g  and e a sy  to  re a d ; i t s  f a c tu a l  
s to r y  i s  to o  b r ie f*
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$ m B nioa Bag & P aper C o rp o ra tio n — TiA 
S e v en ty -F iv e  T ea r  H e r ita g e " ;  Almost com plete 
em phasis o f  th e  tw o-page n a r r a t iv e  i s  on changes 
in  th e  c o rp o ra te  s t r u c t u r e .  The s ta te m e n t  I s  
u n a t t r a c t i v e  and r e l a t i v e l y  u n in fo rm a tiv e .
In d u s try  In fo rm a tio n  Coverage
A p p ra is a l  o f  one e n t e r p r i s e  can he p ro p e r ly  made 
on ly  in  r e l a t i o n  to  th e  in d u s t r y  o f  w hich i t  i s  a  p a rt*  
Growth o f  a company d u r in g  a  g iv en  p e r io d  o f  tim e  may no t 
s p e l l  r e a l  p ro g re s s  o r j u s t i f y  a fa v o ra b le  o u tlo o k  f o r  th e  
fu tu re *  In  p a r t ,  the- p ro g re s s  o r  s t a t u s  o f an e n te r p r i s e  
e u s t he gauged r e l a t i v e  to  th e  r e c e n t  developm ents In  and 
s t a t u s  o f  th e  w hole in d u s t r y ,  A ll  q u e s tio n s  o f  p ro g re s s , 
r e s u l t s ,  s t a t u s ,  and o u tlo o k  a r e  r I l l a t iv e  m a t te r s ,  n o t 
a b s o lu te .
Some few o f  th e  100 r e p o r t s  make some com parisons 
between th e  company ahd th e  in d u s t ry  w hich a r e  h e lp fu l  in  
an e v a lu a t io n  o f  th e  p o s i t io n  o f  th e  company. T here i s  a 
l i m i t l e s s  volume o f  s t a t i s t i c a l  d a ta  a v a i la b le  on v a r io u s  
i n d u s t r i e s ,  V ario u s  governm en ta l and t r a d e  so u rces  g iv e  
m onthly and an n u a l d a ta  on o u tp u t ,  consum ption, In v e n to r ie s ,  
u n f i l l e d  o r d e r s ,  e t c .  f o r  most I n d u s t r i e s  a s  w e ll as  con­
t in u o u s  and d e t a i l e d  e s t im a te s  o f  th e  p ro s p e c tiv e  p o s i t io n  
o f th e  r e s p e c t iv e  i n d u s t r i e s .  Of cou rse  th e r e  i s  a l im i t a ­
t io n  on th e  amount o f  in d u s t ry  m a te r ia l  which can and should  
be c o r r e la te d  w ith  company d a ta  in  th e  annual r e p o r t .
ISO
I n d ic a t io n  o f  t km type of industry data being 
a d v a n ta g e o u s ly  In c lu d e d  l a  annua l report© fo llo w s :
1* LeFl& nt-G hoate Manufaotaring Co., Inc., 
m a n u fa c tu re r  o f  earth& ovlng  equipm ent:
a .  Two-page illustrated narrative 
e n t i t l e d  " S ig n i f ic a n t  Tretoa in an In d u s try  
•On th e  M arch .tw
h« Table showing growth of strip coal 
ra in ing  i n  TJ.S.A. from  1939  to 1945*
e. Bar chart (component part) stowing 
w h e e l-ty p e  tractor production for 1935-1941 
w ith  s t e e l  w heels a t o  ru b b e r  t i r e s *34
2 .  Goodyear f i r s  & ftubber Company:
a .  f a b le  show ing ru b b e r  consum ption and 
t i r e  s a l e s  by type® f o r  1939-1946 w ith  e s t i ­
m ates f o r  1947#
b* Bar chart showing m otor vehicle 
r e g i s t r a t i o n s o f  p a sse n g e r  car© and trucks and 
b u ses  f o r  1941 and 1946.
e* Line chart stowing monthly consump­
tion o f  rubber {natural and synthetic) in 
G .S .A . f o r  1940-1946 .
3* P h i l ip  M orris  & C o ., Ltd., Inc.
a .  L in e  c h a r t  comparing P h i l ip  Morris 
c i g a r e t t e  p ro d u c tio n  w ith  th e  industry for 
1932-1946 .
b .  Two-page ta b le  comparing kkiiip Morris 
o p e ra t io n s  w ith  the a g g re g a te  figures of it®
34 L aP laa t-G h o a te  g iv e s  th e  so u rc e  of the  In d u s try  
d sS a . w hereas Goodyear a to  P h i l ip  M orris do n o t .  Good r e p o r t ­
in g  r e q u i r e s  th e  in c lu s io n  o f  th e  so u rce  o f  a l l  o u ts id e  da ta*
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fo u r  m ajor c o m p e ti to rs , c o n s is t in g  o f p e rc e n ta g e
com parisons o f  income s ta te m e n t i te m s , c a p i t a l
s t r u c t u r e ,  and a s s e t  p o s i t i o n .35
Such d a ta  a s  th e  above i s  in v a lu a b le  in  an i n t e r ­
p r e t a t i o n  o f  th e  s ig n i f i c a n c e  o f  th e  f in a n c ia l  f ig u r e s .
She s to c k h o ld e r ,  employee and g e n e ra l  p u b lic  have no t 
dema nded th e  in c lu s io n  o f  such  d a ta  i n  t h e i r  annual r e p o r ts  
t h e i r  answ ers to  q u e s tio n s  in  s to c k h o ld e r -o p in io n  s u r ­
rey s*  Many o f  them do n o t f u l l y  a p p re c ia te  th e  im portance 
e f  su c h  d a ta *  T h is  la c k  o f  a p p r e c ia t io n  on th e  p a r t  o f 
r e p o r t  r e a d e r s  does n o t r e l i e v e  management o f  th e  r e s p o n s i­
b i l i t y  o f  i s s u in g  a  r e p o r t  which c o n ta in s  a l l  o f  th e  p e r t i ­
n e n t f a c t s .
In fo rm a tio n  on S to ck h o ld e rs
One s to c k h o ld e r -o p in io n  su rvey  showed th a t  83 
p e r c e n t  o f  th e  s to c k h o ld e rs  were in te r e s te d  in  knowing 
som eth ing  a b o u th th e i r  fe l lo w  s t o c k h o l d e r s .^  A c t u a l l y ,
33 Awmg th e  o th e r  r e p o r t s  w hich c o n ta in  some in d u s­
t r y  s t a t i s t i c s  a r e :  C elanese  C o rp o ra tio n  o f A m erica, Cudahy
P ack ing  Company, P e ttib o n ©  M u llik en  C o rp o ra tio n , S tandard  
O il  Company (Hew J e r s e y ) ,  S w ift & Company, U nited E le c t r i c  
Coal Companies.
36 P o s s ib ly  b ecau se  th e  management o f  t h e i r  company 
has n o t h e r e to f o r e  g iv e n  such d a ta  and a q u e s tio n  b e a rin g  on 
fefrfi p o in t  has n o t been in c lu d ed  in  q u e s t io n n a i r e s .
37 The S to ck h o ld e r  S peaks, Herald Bquar© Press, I n c . , 
Bow Y ork, 194&. P- 7 .
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100 p e r c e n t  o f  th e  s to c k h o ld e rs  should  be  in te re s te d *  How­
e v e r , - th e  83  p ercen t-  a re  now g e t t in g  r e l a t i v e l y  l i t t l e  o r  
no s to c k h o ld e r  in f o r m * io n  in  most re p o r ts *  A la r g e  p e r ­
cen ta g e  o f  th e  100 r e p o r t s  in d ic a te  th e  number o f  s to c k ­
h o ld e rs  a t  th e  end o f  one o r  more f i s c a l  y e a r s ,  b u t t h i s  
in form ation  d oes n o t q u a l i f y  a s  in fo rm a tio n  ab o u t h i s  
f e l lo w  stock h o ld ers*  T e l l in g  th e  r e p o r t  r e a d e r  th e  number 
e f  s to ck h o ld e r s  i s  n o t d iv u lg in g  a p e r t in e n t  f a c t . 3® 
S tockh old er in fo rm a tio n  i s  a n o th e r  a re a  In  which management 
has chosen to  t e l l  b u t l i t t l e *
Only 23 o f  t h e  100 r e p o r t s  c o n ta in  more in fo rm a tio n  
then  th e  number o f  s to c k h o ld e rs*  The a d d i t io n a l  d a ta  i s  
oeneerned p rim arily  w ith  th e  g e o g ra p h ic a l d i s t r i b u t i o n  o f  
sto ck h o ld era f av e ra g e  s h a re s  h e ld , and th e  o cc u p a tio n s  
o f  th e  owners*
G eo g rap h ica l D is t r ib u t io n  o f S to c k h o ld e rs* fo u r  o f  
th e  23  r e p o r t s  g iv e  th e  g e o g ra p h ic a l d i s t r i b u t i o n  o f  s to c k ­
h o ld ers by s ta te s *  Of th e s e  fo u r  r e p o r ts  th e  breakdown fo r  
th e  American Home P ro d u c ts  C o rp o ra tio n  I s  th e  ao $ t complete* 
The t a b l e  i s  s e t  up a s  fo llo w s :
33 Qf 21 c h a r t s  and t a b l e s  devo ted  to  s to c k h o ld e r  
co v era g e , t e n  shewed on ly  th e  number o f  s to c k h o ld e rs  and 
th r ee  com pared th e  number o f  s to c k h o ld e rs  and th e  number 
o t  em ployees* The o h a r ts  a r e  good from  a te c h n ic a l  s ta n d ­
point*  The s u b je c t  m a tte r  o f  te n  o f th e  c h a r t s  i s  r e l a t i v e l y  
u n im p o r ta n t.
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I’.ro a n t T ota l Aharoa la id
o f  T otal Ko. o f by Stock­
i S M ! l l S har.s h o ld ers
.15 1 ,309 72 .7
.05 465 77 .5
.4 5 17 ,240 338.0
.0 7 1 .086 .  I M .8
1 0 0 .0 0  3 ,358 ,585 326 .0Orend T o ta l  1 1 , 336
S im ila r  t a b l e s  a  r e  used  by B r. Pepper Company and 
the Simmons Company• The g e o g ra p h ic a l d i s t r i b u t i o n  ®t ho ld ' 
f e g s  in  th e  LaPl&nt-Cho&te M an u fac tu rin g  Company la  shown 
i f  means o f a sap* The number o f  s h a re s  and s h a re h o ld e r s  
i s  shown by s t a t e s .  The d is t r ib u t io n  in  Godobaux S u g ars , 
f e e * ,  e  L ouisiana company, m erely  shows th e  number and 
p ercen tage o f  s to ck h o ld ers  l iv in g  in  L o u is ia n a  and th e  num­
ber and percentage l iv in g  e lsew h ere ,
A few other r e p o r t s  c o n ta in  g e n e ra l r e f e r e n c e s  t o  
sta ck  d is t r ib u t io n  a s th e  fo llo w in g  from  th e  R obert G alr 
Gempaay, In c . rep o rt: "The ow nership  o f t h i s  Company i s
d is tr ib u te d  among more than 9»000 s to c k h o ld e rs  In  every 
walk o f  l i f e ,  l i v i n g  in  47 o f  th e  48 s t a t e s ,  Canada, 
Newfoundland, Bermuda, H aw aii, G reat B r i t a in  and th e  
Scandinavian c o u n tr ie s ."  In view o f th e  f a c t  th a t  wide 
d i s p e r s i o n  of s to ck  ownership i s  th e  g e n e ra l r u l e ,  G air'e  
, t . t « . a t  1 ,  Of no fa o tu a l T . lu .  B° th * J * » oxt T*ad*r *
M o e k lle ld e rs  B S JB iilM .*  o f  th e  23 r e p o r t s
c o n ta in  a breakdown o f  s to c k h o ld e rs  by olaftotft* U n ited  
S ta t e s  s t o e l  C o rp o ra tio n  shows th e  number o f  p r e f e r r e d  sh a re s  
sod  s h a r e h o ld e r s t t h e  number o f  common s h a re s  end sh a re*  
h o ld e r s , a&d t h e  t o t a l  s h a re s  and th e  n e t  number o f s h a re ­
h o ld ers  f o r  e a c h  o f  t h e  fo llo w in g  c l a s s e s  o f  h o ld e rs :
« h a r ita b le ,  e d u c a t io n a l ,  e t c . ; in s u ra n c e  com panies; o th e r  
com panies; f id u c ia r ie s ;  ind iv iduala-w oxnen; In d iv ld u a ls -m sn ; 
in d iv id u a ls '*  j o i n t  a c c o u n ts ;  b ro k e rs  and o th e r s ,  T h is  r e p r e -  
th e  most d e t a i l e d  breakdown by c l a s s e s .
% The American Home Products C o rp o ra tio n  r e p o r t  u ses
on ly  th r ee  c la s s e s ,  but g iv e s  mors In fo rm a tio n  on th e s e  
c la s s e s :  number o f  sh a reh o ld ers, p e rc e n t o f t o t a l  s to o k -
h e ld e r s ,  t o t a l  sh a re s  h e ld ,  p e rc e n t o f  s h a re s  o u ts ta n d in g , 
and average number o f  sh a re s  h e ld  by s to c k h o ld e r .
The treatm ent in  th e  o th e r  seven  r e p o r t s  fo llo w s  
th e  p a ttern  o f  th e se  two r e p o r ts , bu t l e s s  in fo rm a tio n  I s  
g iv e n . The on ly  d if f e r e n t  ty p e  o f  in fo rm a tio n  i s  co n ta in e d  
in  th e  Balden i 'a n u fa c tu r in g  Company r e p o r t .  The number o f 
men and women who are b o th  s to c k h o ld e rs  and em ployees l a  
g iv e n .
The S tan d a rd  O il Company ( In d ia n a )  r e p o r t  s t a t e s  th a t
"The number o f women s to c k h o ld e r s  passed  th e  
number o f men l a s t  y e a r .  On th e  s to c k h o ld e r  l i s t  
th e r e  w ere702  c h a r i t a b l e ,  r e l i g i o u s ,  and e d u c a tio n a l 
i n s t i t u t i o n s ,  c iv ic  and f r a t e r n a l  o rg a n iz a t io n s ,
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l i b r a r i e s  and  museums, h o s p i t a l s ,  a t e . , and 
1 0 ,5 ^ 4  c o r p o r a t io n s ,  p a r tn e r s h ip s ,  in su ra n c e  
com panies, p r o te c t iv e  o r g a n is a t io n s ,  t r u s t s ,  
t r u s t e e s h i p s ,  and o th e r  f id u c ia r ie s *  Both o f  
th e s e  f ig u r e s  exceeded th e  p re v io u s  y e a r ."
A few o th e r  r e p o r t s  c o n ta in  s im i la r  s ta tem en ts*  
A g ain , t h i s  ty p e  o f  g e n e ra l  s ta te m e n t i s  u n in fo rm a tiv e .
A verage Humber o f  S h a re s  H eld . S ix  o f  th e  23 
r e p o r t s  c o n ta in  some s o r t  o f  a v e ra g e  f o r  th e  s h a re s  h e ld  
p e r  s to c k h o ld e r ,  f i v e  o f  th e s e  s ix  r e p o r t s  c o n ta in  a s t a t e ­
m ent such  a s  th e  one In  th e  Borden Company r e p o r t :  **At
th e  d e e s  o f  th e  y e a r ,  t h e  company was owned by 49,121 
sh a re h o ld e rs*  The av e rag e  s to c k  h o ld in g  was id  s h a re s ."
The Bimmona Company r e p o r t  shows th e  av e ra g e  fey 
s t a t e s ,  Canada, and " f o re ig n " ,  and t h e  g rand  av e rag e  f o r  
a l l  h o ld e r s .
0 1 s t r lb u t to n  by 81 s e  o f  H o ld in g . Nine o f  th e  23 
r e p o r t s  c o n ta in  a d i s t r i b u t i o n  by th e  s ix e  o f  h o ld in g .
A gain , th e  m ost com plete  breakdown ap p e a rs  in  th e  Am erican 
Home P ro d u c ts  C o rp o ra tio n  r e p o r t .  The t a b l e  i s  s e t  up 
a s  fo llo w s :
Ko. o f  P e rc e n t T o ta l  Pepcent
Humber o f  S to c k -  o f  T o ta l S h ares  o f S h ares
S h a re s  Owned h o ld e rs  S to c k h o ld e rs  Held O u ts tan d in g
1 to  99 s h a re s  6 ,617  55.91 290,910 7 .6
100 to  199 s h a re s  2 ,176  18 .38  321,589 @.3
4 .0 0 0  to  4 ,999  s h a re s  14 .12 61,565 1 .6
5 .0 0 0  o r  more sh a re  s.—m»i»«9du«n «•<•< ■» *«8Q 144(4^8? <**$»7—3
* * * « !•  11 ,836  100 .00  3 ,858 ,585  100.00
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T h is  breakdown i s  very  commendable ex cep t f o r  th e  
l a s t  its®  *5 ,ooo  o r  mors s h a r e s ."  T h is  g roup  o f s to c k h o ld e rs  
h o ld  >7 , 3  percent o f  th e  t o t a l  s h a r e s .  The percentage? held  
by th e o th er  te a  groups ran g e  from 1 . 6  ( a s  shown f o r  th e  
*4 ,000  to  4 ,9 9 9  shares" group) to  1 2 , 2  p e rc e n t (n o t shown 
M o v e ,-b u t  fo r  th e  *>00 to  >99 sh a re s*  g ro u p )• There shou ld  
he a fu r th er  breakdown o f  th e  "5,000 o r more sh a re s*  g roup ,
St i s  Im portant t o  th e  s to c k h o ld e r , th e  em ployee, and  th e  
p u b lic  th a t  they have some s p e c i f i c  in fo rm a tio n  on th e  eon* 
C en tra tio n , i f  such e x i s t s ,  o f  s to c k  in  th e  hands of a few 
persona* I f  th ere  i s  no such co n ce n tra tio n , th e  s to c k h o ld e r  
sad  o th e rs  have reason  t o  know i t .  The l a s t  g roup  above 
ee a ce a la  th e  f a c t e  in  wfclfeh th e  r e a d e r  has th e  most v i t a l  
in t e r e s t .
The p resen ta tio n  in  the o th e r  e ig h t  r e p o r t s  fo llo w s  
th e  p a tter n  of th e  American Borne P ro d u c ts  C o rp o ra tio n  r e p o r t .  
In g e n e r a l, th e  breakdowns a r e  l e s s  d e t a i l e d .
Should Bames o f  P ersona Owning More Than Ten P e rcen t 
e f  S toek  Be g iven? C orporations r e g i s t e r i n g  t h e i r  s e c u r i t i e s  
w ith  th e  S e c u r it ie s  and Exchange Commission a re  r e q u ir e d  
t o  g i y  th e  names o f p e rso n s  who own more th a n  1 0  p e rc e n t 
o f  any c l a s s  o f  e q u ity  s e c u r i ty  and to  g iv e  th e  names arid 
a d d re s s e s  o f  a l l  o f f lo o r s  and d i r e c t o r s .  These a re  
p e r t i n e n t  f a c t s  in  any in v es tm e n t a n a ly s i s .  The i n t e r e s t s  
o f  s to c k h o ld e r s ,  em ployees, o f f i c e r s ,  d e a le r s ,  cu s to m ers ,
u ?
ta x in g  a u t h o r i t y ,  and th a  g e n e ra l  p u b lic  may c o n f l i c t  a t  
M a y  p o in ts*  P o lic y  d e c is io n s  m y  be made which ad v an tag e  
one I n t e r e s t  and d is a d v a n ta g e  one or more o th e r  in te r e s t® . 
The s to c k h o ld e r s , em ployees, and th e  g e n e ra l p u b lic  cannot 
p rop erly  e v a lu a te  th e  e f f e c t s  o f  c e r t a in  p o l i c i e s  u n le s s  
th ey  know who th e  l a r g e r  s to c k h o ld e r s  a r e  and w hether th ey  
h e ld  e x e c u t iv e  o f f i c e s  or membership on th e  board  of 
d ir e c t o r s .
Such in form ation  i s  a v a i la b le  fo r  many c o rp o ra t io n s  
apoa req u est to  th e  S e c u r i t i e s  and Exchange Commission, 
th e  in form ation  i s  not under "look and k ey ,"  b u t i t  I s  
p e r tin e n t in form ation  being  w ith h e ld  from th e  an n u a l r e p o r t .  
Any management w hieh w an ts  to  " t e l l  a l l *1 in  th e  an n u a l 
r e p o r t , a s many p r o fe ss  s b u rn in g  d e s i r e  to  do, w i l l  
in c lu d e  in  th e  annual rep o rt th e  names o f  th e  p e rso n s  who 
to ld  s ig n if ic a n t  b lock s o f  s h a re s .
The n ea re st  approach to  such d is c lo s u r e  I s  th e  
fo llo w in g  gen era l statem ent in  th e  Dayton Rubber M anufactu r­
in g  Company rep ort: "About o n e -e ig h th  o f  th e  o u ts ta n d in g
stock  i s  held  by o f f i c e r s ,  d ir e c to r s  and t h e i r  f a m i l ie s .*
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S e le c te d  B lbliQ & raphy
D . I . ,  i r & e s t , • J l t o r , g M r a t l g a  o f  Coffimny Anmml
R esearch  K ep o rt Bo. 1 0 , km rie& a Asso­
c i a t i o n ,  Bew Y ork, 1946, pp. 79-91 •
B a a ie l s ,  M. b .«  r i o a a o l a l  S ta tem eip ta . Monograph Ko. 2 , 
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CHAPTER 6
FORM AND CONTENT OF THE BALANCE SHEET
The b a la n c e  sh e e t  and th e  Ineome s ta te m e n t a re  th e  
p r in c ip a l a c c o u n tin g  s ta te m e n t s .  Each o f  th e  s ta tem en t s 
p r e s e n ts  a d i f f e r e n t  a s p e c t  o f th e  b u s in e s s  e n t e r p r i s e ,  
f h e  balance sh eet shows what th e  c o rp o ra tio n  i s  a t  a 
g ir en  tim e} i t  does not show what th e  c o rp o ra tio n  has been 
d o in g . I t  r e p r e s e n t s  th e  f i n a n c i a l  c o n d itio n  o r  p o s i t io n  
e f  th e  e n t e r p r i s e  on a p a r t i c u l a r  d a te .  F irm  a s s e t s ,  
l i a b i l i t i e s ,  and p r o p r ie to r s h ip  a r e  shown th e re o n . In  
c o n tr a s t , th e  ineome s ta te m e n t shows what th e  c o rp o ra t io n  
has been d o in g  fo r  a p e r io d  o f  tim e ; i t  shows th e  r e s u l t s  
e f  o p era tio n s between two p e r io d s  o f tim e . The inoome 
statem ent c o n s i s t s  o f  a l i s t  o f income earn ed  and expenses 
lneurred  during a  named p e r io d  o f tim e .
T hese s ta te m e n ts  a re  p rep a red  a n n u a lly  o r o f te n e r .
I t  i s  custom ary  t o  In c lu d e  in  an n u a l r e p o r t s  a ba lanoe sh e e t 
show ing th e  c o rp o ra tio n * b  f i n a n c i a l  p o s i t io n  a t  th e  end o f 
th e  f i s c a l  y e a r  and an Income s ta te m en t showing th e  o p e r a t ­
in g  r e s u l t s  o f  th e  f i s c a l  y e a r .  In  many c a s e s ,  and d e s i r ­
a b ly ,  th e  an n u a l r e p o r t  c o n ta in s  b a lan ce  s h e e ts  and income
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s ta te m e n ts  f o r  a  s e r i e s  of y e a r s .  Both s ta te m e n ts  fu rn is h  
e s s e n t i a l  d a ta  to  s to c k h o ld e r s ,  em ployees, and o th e r  
r e p o r t  r e a d e r s .  N e ith e r  o f th e  s ta te m e n ts  s ta n d in g  a lo n e  
g iv e s  a s a t i s f a c t o r y  p ic tu r e  o f  th e  p ro g re s s  and s t a tu s  
o f  th e  e n t e r p r i s e .  Each i s  com plem entary to  th e  o th e r .
O ther s ta te m e n ts  may supplem ent th e  b a lan ce  sh e e t 
and th e  income sta tem en t*  These in c lu d e  th e  s ta te m e n t o f 
s u r p lu s ,  s ta te m e n t o f fund3  a p p l ie d  and p ro v id ed , s ta te ia e n t 
o f  w ork ing  c a p i t a l  ch an g es, and v a r io u s  sch ed u le s  which 
h e lp  to  e x p la in  o r am p lify  c e r t a in  ir.ems on th e  two p r i ­
mary s ta te m e n ts  or th e  r e l a t io n s h ip  betw een item s*
The fo rm , c o n te n t ,  and n a tu re  o f  b a lan ce  s h e e ts  in  
annual r e p o r t in g  i s  c o n s id e re d  in  t h i s  c h a p te r .  C hap ter 
7 I s  d e v o te d  to  income s ta te m e n ts ,  and C hap ter 8 to  s u rp lu s  
sta tem en ts. C om parative b a lan ce  s h e e ts ,  Income and su rp lu s  
s ta te m e n ts ,and supp lem en tary  sc h ed u le s  a re  t r e a te d  in  
Chapter 9*
R e la t iv e  Im portance  o f th e  B alance Sheet and th e  
Income S ta te m e n t. F or annual r e p o r t  p u rp o ses , some claim  
t h a t  th e  income s ta te m e n t i s  more s ig n i f i c a n t  th an  th e  
b a la n ce  s h e e t .  T h is  c la im  i s  b ased  on th e  c r u c ia l  im portance 
o f  f u tu r e  e a rn in g  power to  s to c k h o ld e r s ,  em ployees, and a l l  
g ro u p s  hav ing  an i n t e r e s t  in  th e  e n te rp r is e *  I t  i s  w ell 
re c o g n iz e d  t h a t  th e  p h y s ic a l  p r o p e r t ie s  a re  no t v a lu a b le , 
m ere ly  because th ey  c o s t a c e r t a in  sum, but th a t  they  a re
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v a lu a b le  on ly  bo th e  e x te a t  t h a t  th e y  can  b e  p r o f i t a b ly  used 
la  supplying goods or s e r v ic e s  demanded by consum ers. In 
oth er words, an en terp r ise  has v a lu e  today  in  r e l a t i o n  to  
a c e 's  e s t im a te  o f  I t s  f u tu r e  e a rn in g  power. Expected earn*- 
la g s  rep resen t an u ltim ate  y a r d s t ic k  in  p re s e n t  a p p ra isa ls , 
though a p p ra isa ls  hinge h e a v ily  on th e  showing o f a s e r i e s  
o f  income s ta tem en ts> th e  balance s h e e t to o  i s  im p o rtan t 
in  any determ ination  o f  probable f u tu r e  e a rn in g s , a s  a 
m atter o f  f a c t ,  fu tu re  n et earnings cannot be e s tim a te d  
and evaluated  w ithout balance sh eet d a ta . Both s ta te m e n ts  
are e s s e n t ia l .
The tendeney in  r e c e n t  y e a rs  t o  p la e e  r e l a t i v e l y  
mere emphasis on th e  income s ta te m e n t d e r iv e d  from  a p r io r  
f a i lu r e  o f  corporate management to  p re se n t income d a ta  
a lon g  w ith  b a lan ce-sh eet d a ta . C o nsequen tly , i t  i s  in c o r ­
r e c t  to  assume th a t th e  b a lan ce  sh eet ha s d e p re c ia te d  In  
s ig n if ic a n c e .  Instead* c o rp o ra te  management and th e  g e n e ra l 
p u b lic  have developed a b e tte r  a p p re c ia t io n  o f th e  Im portance 
o f  the income sta tem en t.
Though income determ ination and th e r e f o r e  th e  inoomb 
statem ent have become r e la t iv e ly  more im p o rta n t, th e re  i s  
s o  reason  to  b e lie v e  t h a t  th e  balance s h e e t w i l l  o r should  
be r e l e g a t e d  to  an obscure p la c e  in  c o rp o ra te  annual r e p o r t s .  
A c tu a lly • by p o s i t io n  lo c a t io n  in  th e  100 r e p o r t s  s tu d ie d ,
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th e  balance sh ee t  i s  em phasised r e l a t i v e  to  th e  income 
sta tem en t, The income s ta te m e n t  i s  p laced  ahead o f  th e  
balance sh ee t in  only 24 o f  t h e  100 r e p o r t s .  I t  la  b e l ie v e d  
th a t  th e  im p o rtan ce  o f th e e a rn in g s  rec o rd  should  be 
emphasised by p la c in g  th e  income s ta te m e n t  ahead  o f  th e  
balance sh eet*
S&fiSt I S S M .
The two c o n v e n tio n a l b a la n c e  s h e e t  forms a r e  
c a l le d  th e  "account form " and th e  " r e p o r t  fo rm ."  In  th e  
account fo ra  th e  a s s e t s  are  l i s t e d  on the l e f t  page o f  a 
tw o-page sp rea d  and th e  l i a b i l i t y  and p r o p r ie to r s h ip  item s 
on the r i g h t  page , w ith  th e  t o t a l  o f  th e  a s s e t s  e q u a ll in g  
and appearing o p p o s ite  th e  t o t a l  o f  l i a b i l i t i e s  and p ro ­
p r ie to r sh ip *  On th e  o th e r  hand, th e  r e p o r t  form  may use 
o n ly  one page o r  a tw o-page sp read  w ith  th e  a s s e t s  l i s t e d  
f i r s t ,  th e l i a b i l i t i e s  l i s t e d  below th e  a s s e t s ,  and th e  
p r o p r ie to r s h ip  item s l i s t e d  below th e  l i a b i l i t y  i te m s . The 
l i a b i l i t y  and p r o p r ie to r s h ip  a c t i o n s  a r e  t o t a l e d  making 
a grand  t o t a l  w hich eq u a ls  th e  t o t a l  o f  th e  a s s e t s  s e c t io n .  
The account form o f s ta te m e n t i s  I l l u s t r a t e d  fey th e  American 
C h icle  Company s ta te m e n t which l a  g iven  on the  nex t two pages.
The r e p o r t  form  i s  i l l u s t r a t e d  ■y th e  B lgelow -Sanford  C arpe t
. „ . . . . . produced on page 195 . I tCompany, loo* s ta te m e n t w hich i s  rep  7,/
w il l  be noted that the account form i s  baaed on the formula: 
A ssets m L ia b i l i t ie s  /  Proprietorship*
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OUb-lB t»a*a and on b a n d ,., . ................   $ 4,008,308.30
»*curm «a~-
(aorfcat ta lua  *18,720.00)..............  ia,<sso*oo
Aaaaunta raceiTaWL#—t  rada» l©aa 
w w m  o f 6886,635,91*«**».,,*,* » ,» . 1,723,353*40
daaoasta raneimUe--G4h*r.. . . . . * * ........  73,8©6*X4
larantariaa—a t coat............................................... ,408,697*39
A6va&a*a**chlala p u r c h a s e s * ,*.***
to ta l  C um at A s s e t s * . . . * * * * * * * * , f 18,216,969*08
Ssvaataasta# ••*•*•....... ..*•*..........     4g,W,?3
foolmut Credit MdL Carryback Claim—̂ xoaas profits 
Tu n ......................... .............................. *.............   686,996*43
f i n d  Asaeta—a t costs
 ................     |  310,396*40
ialIAiafi«t«M 9M *9»M 9   3,704,464*56
Machinery mad a%uipaant............................   4^066*603*55.
total*  .........................................................  8,083,654*66
Lass reeerres for d ep recia tion ,* ,. . .  4*863*691*90
Sot fixed  Assets* *•«#«*»**»•« •«**••...........    3,819,963*39
OoedMLll, i’ateats a ad Trade-**r*8. .............*••«•«*•.»••»••  1*00
Deferred Charges**.*•*#•*«• .*•••«'  *• • • • • • • •«•  '*.*••*•••* „. 717,341*87
988*485*890*69
 ̂ pp* 4 -5 , 1946 Annual Report of American Chicle Co paay,
8 the asterisk s refer to  footnot n #Mch appear below the 
statement*
m
ao o q 'jk t » a m  at c o K so tn n 'f®  h a u k c s  man { c o n t j
&*£&&&»& M
Ourrmi U a b im L a t
Am»us«*  * r « f c l * . . . . . . . ..........« . . . . . „ .  $ 733,616,10
Baak laaaa~faratca  ewm trleo.................  883,666.41
M *W 1> ,........................................ .................. sa t , 686. 71
Ineomm and txeM i p ro fits  taxes 
(£8,015 ,018*89 U s e  |U 0 #000 of
0* S . Treasury tax  n o te e l* . a* 1.903aQI%»89
Total Current L ia b ilit ie s* •«•#••*«»»*.*.,«•*«•,* I 3,716,938*11 
Beaerves:
Qee sral  424,135*6$
te r  future inventory valuation d e c l in e s . . . .  •«*** 665,648*50
fa r  peetear and foreign operating contingencies..**** 1,957,070*4$
Capital stock and 'urplua:
Goeson at oak—no par value:
Authorised and issued—437,500
afaaTce—410*00 at tad value   $ 4,373,000*00
»m m * « * * !« • .......... .............................
*16,188,064.64
Less reacquired coaaon stock—
4,49$ afcaree—at cost*• • • • • . « . « •  466,073*50 rjUfr,753,061*14
688.485,890*89 
tfliin'niffwimi ii iffit i i t r i r tp rn rn >
t H U i l N t  U 1U I U 7 m  9 n m t o r  of  
L r t tm  o f   .........................................  I  133,743.81
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w m m  ftm  m salajks anas®
At Beeaiab*i r  Sin 1946 
Assets
O itw at AsMt#
 **♦ ..*•# ............... .....................  • **.***•*.*.«.«<»»*. |  4 ,446,605
U* s .  O o n n a n t  1,800,000
Accounts Receivable ( le s s  R eeerres, 6868, 8381* .,* * * * ,,* . , ,  5 ,U 9 #7*8
..................................................................... , $ 3 $ }
Plan t sad £eulp*ant 
lead and l a t e r  930,438
Buildings and Equip& ent..*,** .*•***♦*  *»,»»*«»*« M*870*717
l ^ V ^ y u ®
Leaaj  ............ .....................................................  J§8j2 2 M S
0U «r A ssets
Federal Taxes an Incase Reftmdahls*,•«••«*.«,*»•**•••*••••  |  710,000
Other Non-Current Investm ents and Heeeivablea** •••* » ,......... S3 ,MX
Insurance Ufeeapired and Expenses def erred, .«**••*,••«**••• 888,188
Advance Payments on Beya l t i es , * , . * •» * , » , , * • * , , « « • . • * • * . , . •  460*065
fa ta l  A ssets ** .* . ............... . ............ , .......... g35*TO*773
l i a b i l i t i e s
Current L ia b il it ie s  
Accounts Payable and Accrued Expenses,*••««*.••»,*»». .««*,  I 1,771,668
Reserves for Federal and State Tax**    1,401,594
Etployeee* faxes w ith h e ld , .........* • • • ..................
|  3,423,334
Ufig t « n  Notes fmyable (#ote 8, pegs &*)*••••........... f  8,000,000
Reserves for  I n v e n t o r i e s . . . •*. •••••**,»*«••*»».«»»* # 1,000,000
Capital Stock sad Curplus
64 Preferred Stock—Authorised and Outstanding,
86,405 sh a re s , 6100 par value • , • • • . . • « •» • •* •« • • , ** •  : 3,640,300
Oobjroo etock-^A uthorised and Outstanding, 313,609 
sh a re s , so par va lue; le a s  5,000 share® held In
Treeaury (Note 3, page 84)*.*........*..**,*•*•,«« ••**,*««• 15,430,450
C apita l uyplue applied *£«t ust stock held in  
Treasury > ^te 3, page £4i****,*... .*»«..«.»,***«.«>•«»« $50,000
Capital ... ..................... ............•*•««,»•• 363,953
$emsd »>urpluS"^*see Ststef&snt, pa^e 34**,•««.«•**»•*****», 7*193*736
T«t«a »•* c*pit»x................    Q i ) J i t , w
5 ;:«* BigetenediaaforA Carpet Ceapany, Ins* 1946 Annual se-oi'b, p. S3* 
4 This i s  sn excellen t m y  of making. reference to footnoted tofceriel*
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The usual re p o r t torm, in c lu d in g  the  s ta te m e n t  on 
page 195# i s  based on th e  same formula* The r e p o r t  form 
sta tem ent a ls o  may be based on th e  form ula a A sse ts  * 
L i a b i l i t i e s  •  P rop rietorsh ip *  n e v e r t h e l e s s ,  r e l a t i v e l y  
few  such r e p o r ts  a r e  p r e p a re d .
£&9.9pn% and Report Forms jya, th e  1Q0 Annual R e p o r t s * 
Ninety-*three o f  the rep o r ts  c o n ta in  b a la n c e  s h e e ts  i n  con­
v e n tio n a l aeeount or rep ort form* Of th e s e  n in e ty - t h r e e  
on ly  f i v e  are in  th e  rep o rt form . Thus, th e  predom inant 
typ e i s  th e  account form. T his predominance can be 
accounted f o r ,  in  p a r t , by th e  in o lu s io n  o f  d a ta  fo r  two 
years in  approxim ately o n e -h a lf  o f  th e  s ta te m e n ts*  Com­
p a ra tiv e  data fo r  two y e a rs  can be shown on th e  tw o-page 
spread w ith ou t crowding*
New B alance Sheet Forms
A r e la t iv e ly  few c o rp o ra t io n s  have a t tem p ted  to  
p o p u la r ize  and s im p lify  t h e i r  b a lan ce  s h e e ts  by p u t t i n g  th e  
data in  a new form* S ix te en  o f th e  100 r e p o r t s  c o n ta in  
such b alance sh ee ts*  Nine o f  th e s e  s i x t e e n  ba lan ce  s h e e ts  
are p resen ted  in  a d d itio n  to  th e  c o n v e n tio n a l  b a lan ce  
sh eet*  These new-type b a la n c e  s h e e ts  a r e  of  two ty p e s :
1* Nine of t h e  r e p o r t s  c o n ta in  b a lance  s h e e ts  
w hich fo l lo w  th e  g e n e ra l  p a t t e r n  of th e  r e p o r t  form. 
The rea rran g em en t in v o lv e s  th e  d e d u c tio n  o f  c u r r e n t  
l i a b i l i t i e s  from C u rren t  a s s e t s ,  th e  a d d i t io n  o f
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th e  non-current a s s e t s  to  n e t  c u r r e n t  a s s e t s  and 
th e n  th e  d e d u c t io n  o f  f ix e d  l i a b i l i t i e s ,  le a v in g  
a b a lance which r e p r e s e n t s  p r o p r ie to r s h ip # ^  The 
C a te r p illa r  Company rep ort on page 19& i l l u s t r a t e s  
th e  type*
2% Seven o f  th e  r e p o r t s  c o n ta in  b a lan ce  
sh e e ts  which a re  g iv en  i n  b r i e f ,  d e s c r i p t i v e  form* 
The p r e s e n t a t i o n s  a r e  in  te rm s o f  "what we own** 
and "what we owe.* The A* £* S ta le y  M anufactu ring  
Company rep o r t as shown on page 199 i s  t y p i c a l  o f  
t h i s  type*
S S S to S ite h  S £  £ M  YJMfllJ&afl 2 £  u™ R ep o rt  fo rm *
In  so  fa r  a s  th e  form  i s  concerned, t h e r e  i s  no re a s o n  to  
b e lie v e  th a t  t h i s  form i s  sim p ler or more s i g n i f i c a n t  th a n  
th e  r e g u la r  rep o r t form, and e s p e c i a l l y  th e  r e p o r t  form 
which f o l lo w s  th e form ula o f  a s s e t s  minus l i a b i l i t i e s
5 A v a r ia t io n  i s  found i n  th e  com para tive  s t a t e ­
ment in  th e  Cudahy rep ort which i s  i n c o r r e c t l y  cap tio n e d  
”Working C ap ita l and Long-Term D ebt." The lo n g - te rm  d e b t  
f ig u r e  i s  not deducted from t h e  s s s e t e - l e s s - o u r r e n t - l i a b i l l t i e s  
f ig u re#  In s te a d , th e  long-term  d e b t  is  combined w ith  
r e s e r v e s , o a p ita l  s to c k , and s u r p lu s  a s  an o f f s e t  to  th e  
a s e e t s - i e s s - o u r r e n t - l l a b i l i t i e s  f i g u r e  under th e  c a p t io n  
o f  "represented  by*" See 1946 Annual R eport o f  Cudahy 
Packing Company, p* 5*
Georg© 0 ,  May R ecently  suggested t h a t  t h e  two parts  
o f  the statement might be reversed, th e re b y  l i s t i n g  c a p i t a l  
stock and surplus as the f i r s t  s e c t io n *  lie says  t h a t  " i f  
t h is  became the general p r a c t i c e  a much c l e a r e r  co n cep tio n  
o f  the e sse n tia l nature of the s ta te m e n t  a s  a r e p o r t  o f  
stewardship would be created#" 3n& "The F u tu re  of th e  
Balance Sheet," Jou rm l p f A ccountancy, v o l .  8 4 , «o. 2 ,
August 1947> PP« 99-100.
xm
mumiPL positjds#
mwmtom  31, 1946
OUTrant ASSStS;
Stated on basis of rea lisab le  values;
^ ..................     MM I 6,000,BBS
Sh*it«d : ta te s  Traatury Ivotecwfa*
Series a , . . , ........................................................ 10t79Ot23*
H aselratlaa, la s s  estimated bad d e b ts ,,. 16.036.096
W ^IW ^B o




Deduct: Current L ia b ilit ie s
?»y«U «i......................................      113,961,943
Tsdsrsl ISfQM tST,.*,*••*,,*« $4,366,4SB 
M s f l t  United s ta te s  
Treasury Series 0(4,366.468) 13.961J
1 st Cuwcet A ssets ( i t s t n s o t  $68,919,406
Insurance, tax ifl, e t c .—coct a llocab le  to  
future o p e r a t i o n s * . 178,006 
Land, tealld iase, machinery mod equipment**
cost so t a llocated  to  operations (statement 6)»»•»*».» £0,677,609
^ t a s t e ,  tr*de-*«rfcs sad other intangib les— 
stated  a t  B f ld u l  amount
Deduct: Ten-yaar 8$  debentures duo 1936. . . •*•• • • • .«»•*« B0 .000,
l i t   ..........................     « . . .
Derived from:
Capital stock , comaon—otatad cap ita l
(statement.............    * ............. 123,144,777
Profit employed in tbs business (etateasat 7 )* , . , ,**•*  40.560.345
$62,72S,18E
Capital Stock
lumbar of Shares 
Authorised Issued.
Preferred: f i r s  percent euaalat iva—par
ta lu s  $100 par share#..................................... .. 230,000 t e e
Gossan; without nominal or par value . . . . . . .  2,500,000 1,882,240
6 See Caterpillar Tractor Co, 1946 Annual He/.art, p. 23, The 
sto ry  behind the innovations in  the form and term inology of the finan­
c ia l  statem ents of C a terp illa r  Tractor Co. i s  to ld  by a v ice-p resid en t  
o f the o rg a n iza tio n , W. B la ck ie , in  f in a n c ia l  Statements for  Corporate 
Annual R eports”, The Journal o f  Accountancy. V ol. 83 , No. 3 , March 
1947, pp. 191-207.
 ̂ This n o ta tion  and s im ila r  ones below r e fe r  t o  e x ce lle n t  
supplementary sch ed u les .
m
wp® m om v>awp
At December 31, XHS
Total Amount Approximate 
for the Amount per
Is Dim;
Cash on deposit la various beaks needed 
fo r  the prompt payment o f payroll* and
purchases*  ...........   * |  3 ,$5? ,7? l # 1,865
Due from customers for merchandise de­
livered  to  them aad from other persons
for  various elarge# ***•*.................* 4,989,987 I ,946
Invested in corn, soybeans, jsaaufacturiag 
supplies and finished produets on hand. 44,984,856 17,881
Floats:
f e t a l  orig in a l oost o f lands, G ild in g s ,
and eqjipwQt*,«*M»M.». . . .»M***«*»M i 86,090,177 110,176
Leas the amount that has been dedusted 
for  depreciation and reinvented in
various U M ta    14*090.985 8*488
K2i book vaiue of i -u n r s . * TuV9W ,a£i F m ®
Cost o f lands and other properties held 
for possible use or sale************.** 435 ,8S0 170
Insurance, supplies and other expense 
paid in  advaaee*****•****••*»»•««•«*••*  ̂ 66S*0®0 r 861
T0I. X VALJh 0 / IHIKG 0-fcKSD.* *. * *. #66,^55,194 iW ,841
3s Oee:
To employees for vases and sa la r ie s , to  
maaufaetursre for  materials purchased 
from them, sad to  customers for amount s
paid us In advance*********   $ 3,595,370 # 1,997
To government fo r  taxes********•#•• •••*«* 5,130,934 8,001
Honey Borrowed:
To purchase corn, beans, end materials
(short term notes)*• • •« • • • • • • •» • •* • • •  #85,590,000 $ 9,951
To provide additional working capital
(long term notes}****.•••«**«*»***»#• 4,500,000 1,755
Set aside for retirement of employees* •• • „ M 118,060, ----- j&
TOT-L &£ 0»S*«*•• • • • •  • •* • • • •* • • • •  S o , 67$,304 I l6 t05S
Savings of Owners:
The to ta l  value owned le e s  the to ta l we 
owe leaver a balance representing the 
savings of our 1,858 stockholders
lnT*i<t*d in  o u r oom p»ny...   I * i ~  iM ^ sss
® See a* *• S ta ley  Heaufucturlng Company 1946 Annual Report, p* 13*
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e q u a l  p r o p r i e t o r s h i p .  I n s te a d  of fo l lo w in g  t h i s  s im ple  
fo rm u la , ^ i t  i s  based  on th e  fo l lo w in g :  c u r r e n t  a s s e t s
minus c u r r e n t  11a h i l l  t i e s *  p lu s  th e  o th e r  a s s e t s ,  minus 
f ix e d  l i a b i l i t i e s ,  e q u a ls  p r o p r i e to r s h ip  o r  s to c k h o ld e rs*  
e q u i ty *  A s id e  from th e  f a c t  t h a t  t h e  l a t t e r  i s  n o t a 
s im p le  c o n c e p t ,  t h e r e  a r e  some o th e r  f e a t u r e s  which 
d e t r a c t  from th e  Hs i m p l i c i t y  “ o r  th e  accuracy  o f  th e  s t a t e ­
ment a s  used  i n  some o f  th e  n in e  r e p o r t s :
1* R eserve  ac co u n t which r e p r e s e n t  e i t h e r  
l i a b i l i t i e s  o r  s u r p l u s ,  or b o th ,  make i t  im p o ss ib le  
t o  fo l lo w  s t r i c t l y  tn e  p a t t e r n  of  th e  C a t e r p i l l a r  
r e p o r t ,  fox  exam ple , i n  th e  U. 3 . S t e e l  Corpora­
t i o n  r e p o r t  such  r e s e r v e s  a re  combined w ith  
lo n g - te rm  d e b t  a s  a d e d u c t io n  from ’’t o t a l  a s s e t s  
l e s s  c u r r e n t  l i a b i l i t i e s . ” The rem ainder f i g u r e  
i s  c o r r e c t l y  d e s ig n a te d  a s  ’’ex cess  o f  a s s e t s  over 
l i a b i l i t i e s  and r e s e r v e s , n but t h i s  has no r e a l  o r
$  Some w r i t e r s  d e c l a r e ,  u n a p p ro p r ia te ly  no doub t, 
t h a t  t h i s  new -type s ta te m e n t  i s  b ased  on t h i s  form ula and 
t h e r e f o r e  th e  s ta te m e n t  i s  more we n l ig h te n in g ” or  ’S im p le r” 
t o  th e  g e n e ra l  pu b lic*  S ee , f o r  example, Aubrey W illiam s, 
"Tread i n  A ccounting  Term inology and Form Revealed ^3^1946 
C o rp o ra te  R e p o r t s , " J o u rn a l  o f  Aocountanoy, V ol. $4,
Wo. 4» O ctober 1947* p . J l i .
R o b e rt  H. Gregory c o r r e c t l y  o b se rv es  t h a t  t h i s  type  
o f  s ta te m e n t  i s  n o t  a " s i a p l i f  1 ed” form. He su g g e s ts  t h a t  
th e  s ta te m e n t  be d e s c r ib e d  a s  the ♦ 'current a s s e t s  minus 
c u r r e n t  l i a b i l i t i e s  b a lan ce  s h e e t . ” See "Recent Changes in  
C o rp o ra te  Annual R e p o rts  to  S to c k h o ld e r s ,” J o u rn a l  o f  
A ccountancy , V o l.  S4, No. $, November 1947, p* 394.
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s i g n i f i c a n t  m eaning. I t  i n e v i t a b l y  le a d s  to  a 
s e r i o u s  e r r o r  i n  th e  l a s t  s e c t io n  o f  th e  s ta te m e n t  
w hich i s  c a p t io n e d  "ow nership  evidenced  by" and 
in c lu d e s  c a p i t a l  s to c k  and "Income r e in v e s te d  in  
b u s in e s s . "  Two e r r o r s  a r e  a p p a re n t .  Some o f  th e  
r e s e r v e  i te m s  a r e  u n q u e s t io n a b le  s u b d iv i s io n s  of 
ea rn e d  s u r p l u s , t h e r e f o r e  th e  n e t  a s s e t s  and p ro ­
p r i e t o r s h i p  e q u i ty  a r e  u n d e r s ta te d .  Also* th e  sum 
o f  such r e s e r v e  b a la n c e s  i s  r e in v e s te d  in  th e  
same s e n s e  a s  th e  sum which i s  shown under th e  
c a p t io n  "inoome r e in v e s te d  i n  b u s in e s s .
2 .  There i s  some d i f f i c u l t y  in v o lv ed  in  
c a p t io n in g  th e  e j c e s s  o f  c u r r e n t  a s s e t s  over c u r ­
r e n t  l i a b i l i t i e s .  Four o f  th e  r e p o r t s  use th e  
c e p t io n  "working c a p i t a l* "  two use "n e t  working 
c a p i t a l , "  and th r e e  use "n e t  c u r r e n t  a s s e t s * " I t  
i s  doubted  t h a t  th e  use  o f  a "working c a p i t a l "  
d e s ig n a t io n  s i m p l i f i e s  o r  makes any p o r t io n  o f  th e  
s ta te m e n t  more s i g n i f i c a n t  to  th e  ave rage  r e a d e r .  
E v a lu a t io n  o f  th e  D e s c r ip t iv e  o r  E x p lan a to ry  Form.
T h is  form  ©f s ta te m e n t  i s  i l l u s t r a t e d  by th e  A. E. S ta le y
The same p r e s e n t a t i o n  i s  found i n  th e  fo l lo w in g  
r e p o r t s ’. B r ig g s  M anufac tu ring  Company, Burroughs Adding 
Machine Company, and Duplan C o rp o ra t io n .
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M an u fac tu r in g  Company s ta te m e n t  on page  199# A v a r i a t i o n  
o f  S ta le y * a  p r e s e n t a t i o n  l a  t h e  use o f  s ta n d a rd  b a la n c e - s h e e t  
t i t l e s  w i th  n o n - te c h n io a l  e x p la n a t io n s  o f  th e  meaning o f  th e  
i te m  o r  i t s  u se  i n  th e  b u s in ess*  The fo l lo w in g  a r e  examples: 
1946 Annual R eport o f  E l e c t r i c  Boat Company!
CASH— IN HARKS AND OH HARD: A v a i la b le  f o r  use I n  m eet­
ing  p a y r o l l s ,  c u r r e n t  b i l l s  
f o r  m a t e r i a l s  and o th e r  
u su a l  b u s in e s s  expenses*
LAND, BUXLDILCnS, MACHINERY
AND KQUIMKNTs The Company*© p l a n t s  and
equipm ent, l e s s  an a l lo w ­
ance f o r  accum ulated  wear 
and t e a r  (which a llow ance  
i s  th e  ^ D e p re c ia t io n  and 
A m o r t iz a t io n  R eserv e” o f  
$5 ,413,220* a t  th e  end
o f  m L )
1946 Annual R eport o f  H igelow -Sanford C arpet Company, I n c . :
GALB— i n  bank and on hand f o r  m a t e r i a l s ,  p a y r o l l s ,  ©to.
ACCOUNTS RLGLHTABLL— amounts owed us by cu s to m ers .
No doubt su ch  d e s c r i p t i o n s  o r  e x p la n a t io n s  a r e  h e lp ­
f u l  t o  some r e a d e r s  I n  e n a b lin g  them b e t t e r  t o  u n d ers tan d  
what i s  r e p r e s e n te d  on th e  s t a te m e n t .  However, n a r r a t i v e  
r e f e r e n c e s  can be r e l a t i v e l y  n o n - in fo rm a t iv e ,  as  fo r  
example th e  e x p la n a t io n  o f  f ix e d  a s s e t s  a s  shown above in  
th e  A l e c t r i e  Boat Company r e p o r t .  Such r e p o r t s  ar© over­
s i m p l i f i e d  u n le s s  used  In  a d d i t i o n  to  d e t a i l e d  and p ro p e r ly  
c l a s s i f i e d  b a la n c e  s h e e t s .  JTor example, th e  r e a d e r  shou ld  
f in d  a  com plete breakdown o f  th e  f ix e d  a s s e t s  in  t h e  annual
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r e p o r t . Six  o f  the seven re p o r ts  (among th e  100) wMoh use 
t h i s  ty p e  o f  balance sh ee t a l s o  c o n ta in  a more d e t a i l e d  
c o n v e n t io n a l  statem ent »1>1 An e x p la n a t io n  of  t h i s  f a c t  i s  
made on two o f  the s i x  r e p o r ts . TUe e x p la n a t io n ,  g iven  
< *at below th e  statem ent t i t l e ,  i a  the Kockwell Manufacture 
la g  Company rep o rt i s  e x c e l l e n t :  "The fo llo w in g  p ro v id e s
an in form al ex p la n a tio n  o f  th e  company’s p o s i t i o n  a s  to  i t s  
a s s e t s  and l i a b i l i t i e s  a t  the end o f  1946. I b i s  s ta te m e n t  
l a  based on th e  c e r t i f i e d  s ta te m e n t  p re s e n te d  in  t e c h n ic a l  
language on pa&ee 14 and 1 5 . n12
The n a r r a t iv e  o r  exp lanatory b a la n c e  s h e e t  can t r u l y  
be ten te d  " s im p lified "  or "more u n d e r s t a n d a b le .1* I t  shou ld  
be used i n  a d d it io n  to  th e d e ta ile d  c o n v e n t io n a l  s ta te m e n t .  
I t  I s  recommended th a t every an n u e l r e p o r t  c o n ta in  a sim­
p l i f i e d  n a r r a tiv e  or exp lan atory  v e r s io n  o f  i t s  b a lan ce
s h e c t # ^
Another S im p lif ic a t io n  A l t e r n a t i v e . In  a l l  attempt© 
to  s im p lify  balance sh e e ts  I t  should  be remembered th at
The ex o e p t io n  w hich  r e s u l t s  in  very u n s a t i s f a c to r y  
c o v e r a g e  i s  th e  rep o rt o f  Plomb Tool Company.
1946 Annual B eport, p . 9*
i3  The In form ality  o f  th e  Standard O il Company 
(Ind ian a) form i s  ampha s i  zed by i t s  p resen ta tio n  in  s c r ip t  
ra th er  than regu lar  ty p e .
©▼ • r a i a p i i f i c a t i o n  i a  a s  g r e a t  a danger a s  a v i r t u e ,  The 
©rose c u r r e n t s  o f  a b u s in e s s  safeerprie© a r e  complex. 
C o n seq u en t ly ,  i t  must be reo o g n ix e d  t h a t  any a ttem p t t o  
p r e s e n t  th e  f i n a n c i a l  p o s i t i o n  o f  a c o rp o r a t io n  in  form 
and language which i s  u n d e rs ta n d a b le  by everyone i s  a l l  
b u t  an im p o s s ib le  t a s k ,  K e v e r th e le s s ,  th e  g o a l  o f  com plete 
u n d e rs ta n d in g  by a l l  r e a d e r s  i s  o f  paramount im portance , 
P ro g re s s  tow ard re&ohing th e  g o a l  has bean made through th e  
u se  o f  th e  e x p la n a to ry  r e p o r t  form d is c u s s e d  above , bu t 
t h i s  i s  a fo rm  w hich must be used in  a d d i t i o n  t o  th e  con­
v e n t io n a l  form . I t  i s  doub ted  t h a t  th e  o th e r  new-type 
s ta te m e n t  ( " c u r r e n t  a s s e t s  l e s s  c u r r e n t  l i a b i l i t i e s ” ) 
r e p r e s e n t s  a  r e a l  c o n t r ib u t io n  to  b e t t e r  r e p o r t i n g .  I t  i s  
su g g e s te d  t h a t  th e  fo l lo w in g  r e p r e s e n t s  th e  b e a t  approach
t o  a s i m p l i f i e d  s ta te m e n t  form w hich may be used .instead
o f  th e  c o n v e n t io n a l  f o r a , 14
1 . Use d a ta  f o r  o n ly  one y e a r , * 3
2 . Use th e  r e p o r t  f o r a ,  bu t fo l lo w  s t r i c t l y
t h e  fo rm ula  " a s s e t s  minus l i a b i l i t i e s  eq u a ls  s to c k ­
h o ld e rs*  e q u i t y . ”
x4 of co u rse  an e x p la n a to ry  type  o f  'balance sh e e t  
co u ld  s t i l l  l a  u sed .
^5 se© f u r t h e r  d i s c u s s io n  on t h i s  p o in t  in  C hap ter  9 
w hich  d e a l s  w ith  com p ara tiv e  d a t a .
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3* I n s te a d  o f  showing a i l  p e r t i n e n t  d e t a i l s  
l a  t h e  b a la n c e  s h e e t ,  g iv e  th e  breakdown or 
d e t a i l e d  in fo rm a t io n  in  s e p a r a t e  supplementary  
s c h e d u le s ,  n o te s  o r  fo o tn o te s  * T h is  p r a c t i c e  
e n a b le s  th e  r e a d e r  to  c o n c e n t r a t e  on major I tems 
and r e l a t i o n s h i p s ,  y e t  the  u n d e r ly in g  d e t a i l  
i s  a v a i l a b l e  f o r  f u r t h e r  s tu d y  end a n a ly s i s  by 
th o s e  who a r e  q u a l i f i e d  to  use th e  d a t a .  Most 
o f  t h e  d e t a i l e d  d a ta  can h o s t  be p r e s e n te d  In  
s c h e d u le s .* ^
T i t l e s  o f  Hew"Type b a la n c e  S h e e t s . In  l i n e  w i th  th e
In fo rm a lity  o f  some o f  t h e  new -type b a lan ce  s h e e t s ,  most o f
th e  t i t l e s  a r e  in fo rm a l .  The fo l lo w in g  t i t l e s  a re  used:
"S ta tem en t o f  F in a n c ia l  C o n d it io n ” —B rig g s  M anufaetu r-  
i n s  Company, Burroughs Adding Machine Company, 
I n t e r n a t i o n a l  H a rv e s te r  Company 
" F in a n c ia l  C o n d itio n  a t  Sad o f  T e a r”—Koekweil 
M anufac tu ring  Company 
" F in an cia l P o s it io n ”—C a t e r p i l l a r  T ra c to r  Company 
"T ear-end  F in a n c ia l  P o s i t io n * —Bigelow -Sanford 
Carpet C o ., In o .
"S ta tem en t o f  F in a n c ia l  P o s i t i o n " —Duplan Cor­
p o r a t io n
"C o n so lid a te d  S ta tem en t o f  F in a n c ia l  P o s i t i o n " —
U nited S t a t e s  S te e l  C o rp o ra tio n  
"Cur F in a n c ia l  P o s i t io n  a t  th e  £nd of 1946" —
H a tlo n a l  D airy  P ro d u c ts  C o rp o ra tio n  
"C o n so lid a ted  B alance S h e e ts* — B ris to l-M y ers  Company
16 T h is  approach i s  used in  p a r t  but no t  c o n s i s t e n t ly  
i n  a few o f  th e  r e p o r t s .  Some of t h e  bee t  sch ed u les  a r e  in  
th e  C a t e r p i l l a r  T ra c to r  Company, United  S t a t e s  S t e e l  Corpora­
t i o n ,  and Burroughs Adding Machine Company r e p o r t s .
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ww©rkliig C ap ita l and Long-term  Debt"--Cudahy P eck- 
la g  Company
"How th e  Company Stood F in a n c ia l ly  a t t h e  Had o f  
1946—Compared w ith  1945”— Xleotrfto Boat 
Company
"Simmons F acts a t  a G lance"—Simmons Company 
"What Wa Own and What Wa Owe**—A. I* S ta le y  Manu­
fa c tu r in g  Company 
" S im p lified  F in a n c ia l Statem ent—How We s to o  i*  **•«*v 
Standard O il Company {Indiana)
"Whore » •  Stand—The B alance S h e e t" — PXomfe Tool 
Company
In g e n e r a l, th e s e  t i t l e s  a r e  more d e s c r i p t i v e  than  
"balance sheet"  and th e re fo re  may be more m eaningfu l to  
some rep o rt readers* N e v e r th e le s s , changed t i t l e s  do n o t 
n e c e s s a r ily  mean Improved t i t l e s *  "B alance s h e e t"  p robab ly  
conveys a s  a ccu ra te  a concept t o  th o se  who a r e  u n tra in e d  
In b u s in e ss  a f f a ir s  a s  does a t i t l e  such a s  " F in a n c ia l  
P o s it io n ."
Balaaoe Sheet C la s s i f ic a t io n
S in ce  b a la n ce-sh eet a n a ly s e s  r e q u i r e  th e  com parison 
of groups of item s w ith  other r e l a t e d  g ro u p s , b a la n c e -s h e e t  
c l a s s i f i c a t io n  i s  o f  prime im p o r ta n ce . Improper g roup ing  
o f  i te m s  d estroys th e  v a l id i t y  o f  the com parisons o r  r e q u i r e s  
th e  rep o rt reader to make changes in  th© c l a s s ! f i c a t i o n  
b efore  attem pting an a n a ly s is*  The fundam ental ty p e s  o f  
accounts are:




Tbs Am.rloan  I n s t i t u t e  o f  Accountants reoonaandoA
t b s  fo llo w in g  s l s s s l f l e s t i o n  o f  th e se  aoeounta in  l? 3 6 s l 7
A s s e t s  L i a b i l i t i e s
Current A sse ts  Current L i a b i l i t i e s
Investments funded Debt
P rop w ty  v P lan t asd l a s e n e a ^
Equipment C apita l Stock
I n ta n g ib le  A sse ts  Surplus
D eferred Charges 
Other A sse ts
The usual sequence o f  item s on both s id e s  o f  th e  
b alance sh ee t  i s  from current to  f ir e d  a s  i n d ic a t e d  by th e
sh ore c l a s s i f i c a t i o n s .  A lso , u su a lly  the i tem s  w i th in  each
group a re  H a te d  accord ing t o  l iq u id ity *
th e  e l a s s l f lo a t io n  a s  s e t  fo r th  above i s  fo llow ed  
ra th er  c o n s is t e n t ly  in  th e  100 r e p o r ts . Types of  v io la t io n  
o f  good c l a s s i f i c a t io n  p r a c t ic e  are g iven  below,
Equity S ec tio n  Often Captioned Im p ro p e rly . As shown
shove and on pages 26 and 27 , th e  American I n s t i t u t e  o f  
A ccountants recommended an account form o f  ba lance  sh e e t
See Ex&mlnatlon o f  F in a n c ia l  S ta te m e n ts  by 
Independent P u b lic A o  oountan t  s , American I n s t i t u t e  o r  
A ccountants, & aw Vork’,’ i$3S  ,P P  * 38-39 . The com plete 
statem ent i s  In Chapter 1 , pp. 26-27 ,
T his c l a s s i f i c a t io n  i s  confusing  and in a p p ro ­
p r ia t e .  T h is c la s s i f i c a t io n  i s  in  c o n f l ic t  w ith  th e  t h e s is  
th a t  th ere  are  th ree  typ es o f  accounts: a s s e t ,  l i a b i l i t y ,
and p r o p r ie to r sh ip . The " r eserv es” belong in  th e  a s s e t ,  
l i a b i l i t y ,  or su rp lu s s e c t io n s  o f  th e  s ta te m en t In s te a d  
o f  in  a sep arate  s e c t io n .
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w ith  th e  r ig h t  page c a p t io n e d  " L i a b i l i t i e s . "  T h is  was m  
u n fortu n ate  recommendation. The c a p t io n  i s  o b v io u s ly  i n ­
com plete and th e r e fo r e  in o o r re e t«  However, i n  view o f  th e  
p a ttern  s e t  by th e  I n s t i t u t e  i t  i s  n o t too  s u r p r i s in g  
th a t  56 o f  th e  100 r e p o r t s  ©option th e  m o b i l i t y  and 
p ro p rie to rsh ip "  s e c t io n  o f  th e  s ta te m e n t  " L i a b i l i t i e s . "
Of th e  rem aining #4 r e p o r t s ,  ten ©ontain a new~type 
o f  balanee sh ee t in  whioh th e  th ree -w ay  e la e s i f io a t lo n  i s  
im p o ss ib le . Only about 25 p e r s o n t  o f  th e  b a la n c e  s h e e ts  
eo n ta in  o o rr ee t  ca p tio n s  such a s :  l i a b i l i t i e s  and c a p i t a l s
l i a b i l i t i e s ,  c a p ita l  s to ck  and s u r p lu s ;  o r  e q u i t i e s . ^9
Kaay Item s Are Not Properly  C l a s s i f i e d . Though th e  
problem o f  c la s s i f y in g  balance sh eet item s I s  an e lem entary  
p ro c e ss , many item s appear in  th e  r e p o r t s  without c l a s s i f i ­
c a t io n . For ©sample, se v era l r e c e iv a b l e s ,  f ix e d  assets, or 
in vestm en ts item s a re  l i s t e d  but w ith o u t  a p p e a r in g  under 
the ap p rop ria te  o a p tio n . In a few o f th e  r e p o r t s  o n ly  th e  
current l i a b i l i t y  item s are c l a s s i f i e d .  Some items are 
c l a s s i f i e d ,  b u t Im properly. Examples are t h e  l i s t i n g  of a 
su rp lu s re ser v e  a s a l i a b i l i t y  and an in t a n g ib l e  a s s e t  as  
a f ix e d  a s s e t .
*9 a s  in  th e  ca se  o f every phase of annual reports, 
th e re  are examples wherein th e  report writer tries to arrive 
a t  a p r e s e n t a t i o n  which i s  different from that commonly used 
or h e r e to fo r e . Thus, th e  Koover Company uses "Liabilities, 
C aD ital Shares, and Surplus"; Electric Boat Company uses 
" C a p i t a l  and Liabilities".
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Some O ther  In a d e q u a c ie s . Two o th e r  ty p e s  of 
in a d e q u a c ie s  should  be m entioned . U n s a t i s f a c to r y  in d e n ta ­
t i o n  p ro c e d u re  i s  annoy ing  t o  th e  c a r e f u l  r e a d e r .  The 
P a c i f i c  M i l l s  b a la n c e  sh e e t  a p p e a rs  a s  fo l lo w s!
C u rren t  A s s e t s :
Cash i n  banks and on hand 
U n ite d  S t a t e s  Government s e c u r i t i e s  
A ccounts  and n o te s  r e c e iv a b le  
F e d e ra l  t a x  re fu n d  r e c e iv a b le
T o ta l s  o f  s e c t i o n s  a r e  sometimes n o t  shown or 
c a p t io n e d .  In  o th e r  o ases  th e  columnar arrangem ent i s  such 
t h a t  t h e  r e a d e r  has  d i f f i c u l t y  i n  d i s c o v e r in g  th e  item s  
w hich a r e  used i n  a r r i v i n g  a t  c e r t a i n  t o t a l s .  These c l a s s i ­
f i c a t i o n  w eaknesses  a r e  found  in  th e  G enera l Time In s tru m en ts  
C o rp o ra t io n  b a la n c e  s h e e t  and o th e r s .
B alance  Shee t L im i ta t io n s
Though th e  b a la n c e  s h e e t  l a  an Im p o rtan t f i n a n c i a l  
r e p o r t  t o  s to c k h o ld e r s ,  em ployees, and th e  g e n e ra l  p u b l ic ,
I t  h as  some l i m i t a t i o n s  which a r e  n o t  ad e q u a te ly  reco g n ized . 
These l i m i t a t i o n s  can be ca ta lo g u e d  in  v a r io u s  ways. The 
A c c o u n ta n ts 1 Handbook b r i e f s  them as  fo l lo w s :
1 . They a r e  e s s e n t i a l l y  in te r im  r e p o r t s .
2« They a r e  p o s tu la te d  on th e  concep ts  o f  th e
go ing  concern  and t h e  b u s in e s s  e n t i t y ,
3'. They a r e  s t a t e d  In  te rm s o f  a f l u c t u a t i n g
u n i t  o f  v a lu e .
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4* They sen  e x p re s s  o n ly  f a c t o r s  ca p ab le  o f
b e in g  measured in  te rm s o f  th e  monetary u n i t . 20
411 annual rep o rt r e n d e r s  should  b e  aware o f  th e se  
l im it a t io n s  o f  b a la n c e  s h e e t s ,  b u t  u n f o r tu n a te ly  th ey  a r e  
net* T h is f e e t  should su g g e s t  a need f o r  management t o  
41sou se balance sh ee t l i m i t a t i o n s  in  th e  an n u a l r e p o r t  or 
in  a se p a r a te  in s e r t  which accom panies th e  an n u a l r e p o r t * 2*
P r e s e n t a t i o n  o f  V arious  B alance Sheet Item s
The balance s h e e t  c o n s i s t s  l a r g e ly  o f  a s e r i e s  o f  
item s which a re  In t h e  n a tu r e  o f  b a la n c e s  o r  r e s id u a ls *  The 
balance i s  n e t a statem ent showing " v a l u e . ” I t s  l i m i t a t i o n s  
cannot be obviated* The e f f e c t  o f  th e s e  l i m i t a t i o n s  can 
be m inim ised , however, by making each s e c t io n  o r  p a r t  o f  
t h e  balance sh ee t a s  in fo r m t iv e  a s  p o s s i b l e .  A c tu a l ly ,  th e  
balance sh e e t  In i t s  e n t i r e t y  I s  o f  r e l a t i v e l y  l i t t l e  v a lu e ;  
i t s  p a r ts , on th e  other hand, may be h ig h ly  s i g n i f i c a n t .
The remainder o f  t h i s  chapter i s  devoted  t o  problems o f  
p resen tin g  th e  variou s p arts o f  th e  b a la n c e  s h e e t .
W. 4* Fa to n , ed«, Accountants* Handbook, 3rd e d . , 
Bonald P ress Company, b ee York, 1943• P* 33*
2* As an i tem  in  i t s  p u b l i c  In fo rm a tio n  S e r i e s ,  th e  
American I n s t i t u t e  o f  A ccoun tan ts  r e c e n t ly  is s u e d  an 
e a sy - to -r& a d  pam phlet e n t i t l e d  " f i n a n c i a l  Statem ents*-*^hat 
They M ean.” &*cb c o rp o ra t io n  ha® a " p u b l i c ” which needs to  
become educated  r e a d e r s  o f  b a la n c e  s h e e t s .
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The a n a l y s i s  a t te m p ts  to  c o n t r a s t  th e  u n in fo rm ativ e  
type® o f  p r e s e n t a t i o n  o f  each b a lan ce  s h e e t  p a r t  w ith  th e  
r e a l l y  in fo rm a t iv e  p r e s e n t a t i o n s .  Ho a tterup t i s  made t© 
d e f i n e  p a r t i c u l a r  b a la n c e  s h e e t  i te m s ,  t o  d i s c u s s  th e  ty p e s  
o f  i te m s  which sh o u ld  ap p ear  under c e r t a i n  o l & s s l f l c a t io n s ,  
o r  t o  p ro v id e  a  t h e o r e t i c a l  acco u n tin g  j u s t i f i c a t i o n  f o r  
c e r t a i n  u sages*22
g*S*« Cash item® a r e  n o t  s u b je c t  t o  th e  v a r ie d  
a l t e r n a t i v e s  o f  v a l u a t i o n  and p r e s e n ta t i o n  a s  a r e  most o f  
t h e  o th e r  b a la n e e  s h e e t  item®. There i s  no Im p o rtan t b a s i s  
f o r  c r i t i c i z i n g  th e  way in  which cash  I s  now be in g  p re se n te d  
i s  annua l r e p o r t s ,  t h e r e f o r e  an a n a ly s i s  o f  cash  Item s I s  
s o t  made in  t h i s  study*
M ark e tab le  S e c u r i t i e s * The cash  i te m s  a r e  u s u a l ly  
fo llo w ed  by m a rk e ta b le  s e c u r i t i e s .  Only s e c u r i t i e s  which 
have a re a d y  m arket shou ld  be in c lu d e d .  T h is  f a c t  su g g e s ts  
t h a t  t h e  b a la n c e  s h e e t  should  show th e  m arket v a lu e  o f  th e  
s e c u r i t i e s  a t  th e  b a la n ce  s h e e t  date*  Such s e c u r i t i e s
The r e a d e r  who has an in a d eq u a te  a c co u n tin g  
knowledge o f  th e a e  a r e a s  1® r e f e r r e d  to  such books ess 
W. A* P a to n ,  Advanced A cc o u n tin g , Macmillan Company* Hew 
Y ork, 191*1; ti. A. H n a w r .  P rU ip Ip laa  o f  A m o u n tin g  ( I n t e r -  
m e d ia te ) ,  3rd ed * , P re n t io e ~ H a l l ,  l a c * ,  Hew Y o rk ,"1946; 
Henry Band H a t f i e l d ,  A ccoun ting—I t s  P r in c ip le®  and 
P rob lem s. B. Appl a t  on -C en tu ry  Company", InoT, W©w f o r  k , 
i B .  D a n ie ls ,  F in a n c ia l  {Statement®, Monograph 
Ho* 2 , A f r i c a n  AccouniTne A b i 'o o K ilo n 7 "Shi ©ago, 1939•
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rep resen t a temporary in v e s tm e n t ,  t h e r e f o r e  th e  b a s i s  of 
v a l u a t i o n  i s  o f  p rim ary  im portance .
A breakdown of  th e  d a ta  l a  th e  100 r e p o r t s  shows:
34 -  Wo m a rk e ta b le  s e c u r i t i e s  shown
42 -  One m a rk e tab le  s e c u r i t y  item  shown
24 -  More than  one m a rk e tab le  s e c u r i t y  item  shown
The breakdown on v a lu a t io n  d a ta  l a  th e  66 s ta te m e n ts  having 
a t  l e a s t  one m ark e tab le  s e c u r i t y  i te m  i s  a s  fo l lo w s :
17 * Me b a s is  o f  v a lu a t io n  s t a t e d
27 * At c o s t
1 0 - -  C ost end eeorued  i n t e r e s t  
3 * M isse l laneous
21 -  M arket v a lu e
In a number o f  e a s e s  th e  b a lan ce  s h e e t  p r e s e n ta t io n  
con ta ined  two v a l u a t i o n  b a s e s :  "market v a lu e "  and some
other b a s is ,  u s u a l ly  " c o s t . "  The p r e s e n ta t io n  in  th e  
E le c tr ic  Boat Company b a lan c e  s h e e t  i s  t y p i c a l :
"U nited  S t a t e s  Government S e c u r i t i e s ,  a t  Cost (Market 
V alue i d , 439,045-31) I S ,417 ,500 .00
I t  i s  urged t h a t  th e  m arket v a lu a t io n  always be i n -  
eluded in  p a ren th eses. When more th a n  one Item  i s  owned, 
th e  iterne shou ld  be l i s t e d  under m ark e tab le  s e c u r i t i e s  a s  
f e l lo w s :
Cash
M arke tab le  S e c u r i t i e s
0 . 3* Government s e c u r i t i e s  kxat
S to ck s  o f  n o n - a f f i l l a t * d  c o rp o ra tIo n s  » x  
r i t i s h  Government s e c u r i t i e s  r%tx x rx
2X3
T h is  breakdown m ight b© g iv en  in  th e  n o te s  ih s tead *  
I f  th e  s to c k  in  n o n - a f f i l i a t e d  companies i s  a s u b s t a n t i a l  
sum, th e  c o r p o r a t io n s  shou ld  be i d e n t i f i e d *
The N a t io n a l  Lead Company r e p o r t  c o n ta in s  an i tem  
which i s  in f o rm a t iv e ,  y e t  q u i t e  puzz lings
1946 1945
*Other m a rk e tab le  s e c u r i t i e s ,  a t  c o s t  
l e s s  r e s e r v e s  o f t  1946, #522,892;
1945§ #522,892 ( a t  m arket quo­
t a t i o n s :  1946, #3,247»472; 1945*
#2 ,708 ,829) #529,421 #532,117
The r e a d e r  wonders abou t th e  s i z e  o f  th e  r e s e r v e  in  
t h e  f a c e  o f  th e  m arket value* Maybe, on® l o t  o f  th e  secu ­
r i t i e s  i s  w o r th le s s ,  o r  a lm ost so* The r e a d e r  a l s o  wonders 
abou t th e  e n t r i e s  which were made t o  s e t  up th e  r e s e r v e  and 
when th e y  w ere made*
B e e e iv a b le s * In  a p r o p e r ly  p rep a red  b a lan ce  sh e e t  
f o r  an n u a l r e p o r t  p u rp o se s ,  th e  c u r r e n t  r e c e iv a b le s  a r e  
p re s e n te d  im m edia te ly  fo l lo w in g  cash and m arke tab le  s e c u r i ­
t i e s *  The American I n s t i t u t e  o f  A ccoun tan ts  recommends 
t h e  fo l lo w in g  a r ra n g e m e n t:
23 Bee s u p r a . pp. 26-2?♦
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K otea and a c c o u n ts  r e c e iv a b la s  
Custom ers:
A ccounts r e c e i v a b l e .  * * .................
Mot as  r e c e i v a b l e .  ..................... ......................
O th e rs  
L ess—»
R eserve2* f o r  d o u b tfu l  n o te s  and
ac co u n t* .  • • . . * « . . • * * • » . , ................ ....
R eserve  f o r  d i s c o u n t s ,  f r e i g h t ,  
a l lo w a n c e s ,  e t c .
An exam ina tion  o f  th e  c u r r e n t  r e c e iv a b le s  in  th e  
100 r e p o r t s  r e v e a l s  t h a t  r e l a t i v e l y  few fo llow  th e  above 
p a t t e r n .  The breakdown on th e  s e c t io n  fo l lo w s :
35 -  R e c e iv a b le s  shown a s  one Item
65 -  More th a n  one r e c e iv a b le  shown
I t  was a p p a re n t  i n  a number o f  t h e  65 r e p o r t s  show* 
l a g  more th a n  one r e c e i v a b l e  i tem  t h a t  th e  breakdown was 
in c o m p le te .  In  r e l a t i v e l y  few o ases  were th e  s e v e r a l  i tem s  
i n  a g iv e n  r e p o r t  grouped and p re s e n te d  under one ap p ro ­
p r i a t e  r e c e i v a b l e s  c a p t io n .
a in ee  a p o r t io n  of c u r r e n t  r e c e iv a b le s  I s  never  
c o l le c t e d ,  a d e d u c t io n  f o r  e s t l t i ia te d  bad d e b ts  should  b# 
made on th e  b a lan ce  s h e e t  in  o rd e r  to  show th e  amount
24 fAe use  o f  th e  word " r e s e rv e "  a s  a p a r t  of 
v a l u a t i o n  accoun t t i t l e s  i s  u n f o r tu n a te .  The b a lance  In  
t h e  " r e s e r v e "  accoun t ( f o r  r e c e iv a b l e s ,  f ix e d  a s s e t s ,  o r  
i n t a n g i b l e  a s s e t s )  m erely  shows th e  e s t im a te d  e x p i r a t io n  
o f  a s s e t  v a lu e .  The " r e s e rv e "  acco u n t b a lan ces  do no t 
r e p r e s e n t  a fund of money, a r e s e r v a t io n  o f  p r o f i t s ,  or an 
in h e r e n t  p ro v is io n  f o r  rep la c em e n t.  "Allowance" i s  more 
d e s c r i p t i v e  o f  th e  n a t u r e  o f  th e  v a lu a t io n  ac c o u n ts .  The 
ac co u n t t i t l e  "Allowance f o r  d o u b tfu l  noteia and a c c o u n ts”
i s  s u g g e s t e d .
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E xpec ted  t o  be r e a l i s e d  from rece iv ab le®  aa4 t h e  p r o p e r t i e s  
o f  r e c e i v a b l e s  which a r e  a n t i c i p a t e d  to  fee tsaoo llee t a b l e .  
Only 6? show soma amount a s  d ed u c tio n  f o r  d o u b tfu l  account® . 
A few o f  th e  rem ain ing  33 r e p o r t s  show an  a l lo w an ce , bu t 
w i th o u t  an amount* Such m ention o f  a  ^ re se rv e *  I s  w o rth -
"A ccounts r e c e iv a b l e — tr a d e ,  l e s s  
r e s e r v e  f o r  bad d e b ts  and cash  
d i s c o u n t s ..........................   *.......................$3»614«63*"z *
The amounts o f  bad d e b t  a l low ances  should  be shown
so  t h a t  com parisons can fee made w ith  p re v io u s  y ea rs  and 
w ith  o th e r  companies* Such com parisons p ro v id e  some c lu e  
a s  t o  c r e d i t  and c o l l e c t i o n  p o l i c i e s  and th e  r e l a t i v e  
adequacy o f  th e  allow ances*  Among th e  b e s t  p r e s e n ta t i o n s
T rade  n o te s  and  ac co u n ts  r e c e iv a b le :  
I n s t a l lm e n t  equipment n o te s  
se cu re d  fey c h a t t e l  m ort­
gages  o r  c o n d i t i o n a l  s a l e s  
c o n t r a c t s  ( in c lu d in g  i n ­
s t a l lm e n t s  o f  f 1 ,2 6 4 ,o l 2 
m a tu ring  a f t e r  December 31»
<5 G enera l Shoe C o rp o ra tio n  Annual R e p o r t , p« &*
26 from th e  F ruehau f T r a i l e r  Company, u n i te d  E le c ­
t r i c  Coal Companies, and G nited  S p e c i a l t i e s  Company r e p o r t s  
r e s p e c t i v e l y .
l e s s :
from th e  1GG r e p o r t s  a r e  th e  f o l l o w i n g : ^
’■ v .feees r e s e r v e s • * • • * * • • • • • * . .* * •  •
1 9 4 7 )..........................
4 * eo u a t*  r e o e lv a b le
A ccounts r e c e iv a b l e ;  
C ustom ers.
O f f i c e r s  and employees 
S undry••
# 3^9 ,526 .93  
1,047*60
T o t a l   ......................... ..
L ess  r e s e r v e  f o r  d o u b tfu l  r e c e iv a b le s
Account® r e c e iv a b l e —n e t
A ccounts r e c e iv a b l e :
Custom ers I  619 ,335 .27
O th . r  (i n c lu d in g  employees
♦37® .99)...................................
T o t a l  .............. ..
L ess  r e s e r v e  f o r  d o u b tfu l  
r e c e i v a b l e s .  ................
I n v e n t o r i e s . In  the presentation of inventories
two c o n s id e r a t i o n s  a r e  e s p e c i a l l y  im p o r ta n t;  th e  nature 
o f  t h e  in v e n to ry  I tem s and th e  b a s i s  o f  valuation. Inven­
t o r i e s  have a more s i g n i f i c a n t  r e l a t i o n s h i p  t o  sale® and 
e a rn in g s  th a n  some o th e r  a s s e t  I tem s; t h i s  i s  p a r t i c u l a r l y  
t r u e  o f  such g ro u p s  a s  d i s t r i b u t i n g  ho u ses , meat packers, 
and to bacco  companies which o r d i n a r i l y  have l a r g e  per­
c e n ta g e s  o f  t h e i r  c u r r e n t  and t o t a l  assets in  inventories.
With r e f e r e n c e  to  th e  nature of t h e  inventory 
i te m s ,  40 o f  th e  r e p o r t s  c o n ta in  no breakdown whereas'"the 
rem a in in g  60 r e p o r t s  show more than one type of inventory 
i te m . Some o f  th e s e  breakdowns a re  o b v io u s ly  incom ple te . 
P r e s e n t a t i o n s  o f  th e  fo l lo w in g  ty p e  a r c  recommended s2?
27 prom Blue B e l l ,  I n c .  and Walt Disney Production© 
r e p o r t s  r e s p e c t i v e l y .  The n o te s  referred t o  are a l s o  ex­
c e l l e n t .
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I n v e n t o r i e s  ( a t  lo w e r  o f  e o s t  
o r  m ark e t—se e  Rote l ) s  
F in ls h e d  goods»•* .**•*« .**  $ 6 3 6 * 185*94•
Qoods i n  p r o c e s s . . . ..............  350^010*31
W a t . r U l * .............................   1 ,8 0 6 ,5 6 5 .5 5
S u p p U .o  and w a s te ................  151 .£03 .31  & 2 ,943 ,965 .11
I n v e n t o r i e s  (R o tes  2 and 3) —
P ro d u c t io n s  i n  p ro c e s s ,
^ oob%  ................... $ 4 ,293 ,266 ,00
R e leased  p ro d u c t io n s ,  a t  
o o s t  l e a s  a m o r t i s a t io n s  
F e a tu re  p i c t u r e s . . . . . . .  5 ,0 2 5 ,0 5 5 .0 0
S h o r t  s u b j e c t s ................... 323 ,164 .00
S c e n a r io s  and s to r y  r i g h t s  
a t  t h e  low er of c o s t  o r  
e s t im a te d  r e a l i s e d
am ounts* . . . . . . . . . . . . . . .  356,663*00
F ilm  s to c k ,  s u p p l i e s ,  e t c . ,
a t  c o s t . . . . . . .....................  142.S68.00
$ i C T O T 6 ' . d d
The West V i r g in ia  P u lp  and Pfiper Company g iven  a 
s i m i l a r  breakdown, b u t  i n  t h e  n o te s  t o  th e  f in a n c i a l  s t a t e ­
m en ts . T h is  t r e a tm e n t  s i m p l i f i e s  th e  b a lan ce  s h e e t  p r e s e n ta ­
t i o n  and p e rm its  a f u l l  e x p la n a t io n  of th e  b a s i s  o f  v a lu a t io n  
a lo n g  w i th  t h e  in v e n to ry  breakdown*
The b a s i s  o f  in v e n to ry  v a lu a t io n  i s  p robab ly  o f  
more im p o rtan ce  t o  s to c k h o ld e r s ,  em ployees, and o th e r  r e p o r t
I t  i s  not p r a c t i c a l  for some m an u fac tu re rs  to  s e g re ­
gate in v e n to ry  charges by type®. (See , f o r  example, th e  
explanation o f  w. B la o k ie ,  " F in a n c ia l  S ta te m e n ts  f o r  Cor­
porate Annual Feports," Journal of Accountancy* Vol. 83,
Re. 3 , search 1947, pp. l9ST-iW J. iHT'suoK o a s e s , however, 
r e g i s t r a n t s  w i th  th e  S e c u r i t i e s  and Exchange Commission 
a r e  r e q u i r e d  to  f u l l y  d i s c l o s e  th e  c o n d i t io n s  -which make 
i t  la ip ia c t io i ib le  to  subm it a breakdown l.y major c l a s s e s  
of i n v e n t o r i e s .
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r e a d e r s  th a n  i s  th e  breakdown by c l a s s e s .  The p o s s i b i l i ­
t i e s  f o r  v a r i a t i o n s  i n  b ases  o f  v a lu a t io n  a r e  g re a t*
V ar io u s  b a se s  may be used  f o r  d i f f e r e n t  c l a s s e s  o f  in v e n to ry  
i t e m s .  Maybe r e c o g n iz in g  th e  com plex ity  o f  th e  problem, 
e i g h t  o f  th e  100 r e p o r t s  g iv e  no in fo rm a tio n  on th e  b a s i s  
used  in  in v e n to ry  v a lu a t i o n .  F o rty - tw o  o th e r  companies 
g iv e  " th e  low er o f  c o s t  o r  m arket" o r  some s im i la r  
n o n - in fo rm a t iv e  b a s i s . 28
Poor t r e a tm e n t  o f  a r e l a t i v e l y  un im portan t item  
can d e t r a c t  m easurab ly  from an o th e rw ise  v a l i d  p r e s e n ta t io n .  
A ea se  i n  p o in t  i s  th e  fo l lo w in g  item  (one o f  th r e e )  in  th e  
F ru eh au f  T r a i l e r  Company r e p o r t :  "Used t r a i l e r s  ( t r a d e - i n s
and r e p o s s e s s i o n s ) - - s t a t e d  a t  $1.00 each . * , V$8$1*H 
T h is  v a l u a t i o n  which i s  g iv e n  w i th o u t  f u r t h e r  e x p la n a t io n  
a p p e a r s  t o  be co m p le te ly  a r b i t r a r y  and a g ro s s  u n d e r s t a t e ­
ment t o  even th e  c a su a l  r e a d e r .  A lso th e r e  i s  l i t t l e  
j u s t i f i c a t i o n  f o r  in c lu d in g  an $821 item  as  a s e p a r a te  
a s s e t  i te m  in  a b a lan ce  s h e e t  o f  a c o rp o ra t io n  having  a s s e t s  
o f  75 m i l l i o n  d o l l a r s .
For d e t a i l e d  breakdowns on th e  b a s i s  o f  p r ic in g  
i n v e n t o r i e s  as  shown in  525 c o r p o ra t io n  r e p o r t s ,  see  
A ccounting  Survey o f  525 Co rp o ra te  B e p o r t s . American I n s t i -  
t u t e  o f  A cc o u n tan ts ,  Few York, I'§£8, p p . 12-15•
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A tM r  C u rre n t  A sse ts*  Twenty^four o f  th e  bmlaaiee - 
s h e e t s  c o n ta in  0 0 © o r  more c u r r e n t  a s s e t  I t  ohms which a r e  
p la c e d  o u t s id e  o f  th e  c a s h ,  m arke tab le  s e c u r i t y ,  r e c e iv a b l e ,  
and in v e n to ry  s e c t io n s *  "Cash su r re n d e r  v a lu e  o f  l i f e  
In su ra n c e "  was th e  most 00  ©on such i te m . O thers  in c lu d e :  
e lo o h o l  ta x  r e f u n d s ,  f o re ig n  ta x  c e r t i f i c a t e s ,  goods l a  
t r a n s i t ,  advances on p u rch ases  o f  m a t e r i a l s ,  re fu n d a b le  
f e d e r a l  t a r e s  on In co m e-es tim a ted , due from o f f i c e r s  and 
em ployees, c e n t r i s t  te rm in a t io n  c la im s ,  e x p e n d i tu re s  on 
uncom pleted c o n t r a c t s ,  s u p p l i e s .  More o f t e n ,  most o f  th e s e  
i te m s  ap p eared  o u t s id e  th e  c u r r e n t  a s s e t  s e c t io n  under 
th e  c a p t io n  o f  "O th e r0 or "M isce llaneous"  a s s e t s  o r  w ith*  
o u t  a  c a p t io n .
Though th e s e  item s  a r e  r e l a t i v e l y  in o o n s e q u e n t ia l
i n  s i t e ,  g r e a t e r  u n ifo rm ity  in  t r e a tm e n t  i s  i n d i c a t e d .
U n f o r tu n a te ly , th e  p r e s e n ta t i o n  fa rm  sugges ted  by th e
American I n s t i t u t e  o f  A ccoun tan ts  i s  n o t be in g  fo llow ed :
O ther  c u r r e n t  a s s e t s :
Indebtedness of s to ck h o ld e rs , d i r e c t o r s ,  o f f i c e r s
and employees (c u r r e n t ) • •  ................
In d e b te d n e ss  o f  a f f i l i a t e d  companies ( c u r r e n t ; , , . . *
O ther i tem s ( d e s o r i b e )   ................ ..
I n T . . t „ n t » .* °  In  l i n .  w i th  t ta .  f o r a  »u«g..b®d by
29 See s u p r a , pp. 26-27.
30 fo r  a d i s c u s s io n  o f  some c lo s e ly  r e l a t e d  m a te r ia l  
see  s u p ra ,  pp . 150-165, and Chapter 7 in  B» B, Oreid .lnger*s 
Accounting  Requirem ents o f  th e  3 e f iu r i t i e s  M
Q n w m i ft.q'r~n, Ronald P re as^ o m p a n y , Wew Tork7 T94(3^
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th e  American I n s t i t u t e  o f  A cco u n tan ts ,  th e  "Investm ents* 
s e e t lo n  u su a lly  fo llo w s  t h e  "C urren t A sse ts "  s e c t i o n .
Though some o f  th e  i t e m s  may be r e a d i ly  m a rk e ta b le ,  
th e  s e c t i o n  i s  in tended fo r  t h e  in vestm en ts which a r e  
lo n g -term , or more o r  l e s s  permanent in  c h a r a c t e r • The 
primary investm ent i te m s  a re  r e p re s e n te d  by s e c u r i t i e s  
o f  a o n -co n so lid a ted  s u b s i d i a r i e s  and n o n -c u r re n t  in d e b te d ­
n e ss  o f  a f f i l i a t e d  com panies.
Though th e  American I n s t i t u t e  o f  A ccoun tan ts  
recommends th e  c a p t io n  "Investm ents,"  th e  item s appear 
under a v a r ie ty  o f ca p tio n s  and o fte n  w ithout any c a p t io n .  
Other c a p tio n s  noted were: investm ents and o th e r  a s s e t s ,
in vestm en ts and advances, investm ents and sundry  a s s e t s ,  
m isce lla n eo u s Investm en ts, other a s s e t s  and in v e s tm e n ts ,  
other a s s e t s .
T w enty-five  o f  th e  rep o rts  do not c o n ta in  an in ­
vestm ent item , 21 con ta in  on ly  one i te m , and 54 c o n ta in  more 
than one item . A good percentage o f th e  breakdowns i s  
in co m p lete , but i t  i s  n o t p o s s ib le  t o  make a determ ination
o f  the exact number.
Eighteen o f  th e  75 r e p o r t s  having  one o r  more 
I n v e s t m e n t  item s c o n ta in  no v a lu a t io n  d a te  and 23  o th e r s  
show a v a lu a t io n  "at c o s t . "  Of th e  rem ain ing  34 r e p o r t s  
on ly  a few approach  s a t i s f a c t o r y  coverage of a f f i l i a t e d
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company v a lu a t i o n .  Among th e  companies b a l in g  good coverage 
a r c  U n ite u -R e x a l l  Drug, i n c . , Mead Corporation, Standard 
O il Company (I n d ia n a ) , and G enera l Motors Corporation*
F ollow ing  an e x c e l l e n t  s ta tem en t on th e  b a s i s  of 
c o n s o l id a t i o n ,  th e  U nited-lie  x a l l  Dru*>, I n c . ,  r e p o r t  r e a d s :
"The E n g lish  and South A fr ic an  w holly  owned 
s u b s i d i a r i e s  o f  R e x s l l  Drug Company a r e  n o t con­
s o l i d a t e d  h u t th e  in v e s tm e a ts  in  and advances 
t o  th e s e  companies a r e  shown a s  a s e p a r a te  i te m  
o f  ?3?S»756 on th e  accompanying b a lan ce  sheet*
The u n d e r ly in g  n e t  a s s e t s  ( c h i e f ly  c u r r e n t )  a t  
December 31» 1946 o f  th e s e  companies expressed  
a t  t h e i r  e q u iv a le n t  in  U nited  S t a t e s  d o l l a r s  
were a p p ro x im a te ly  $695,000. E arn ings of  th e s e  
s u b s i d i a r i e s ,  $83,000 In  1946 and 136,000 in  1945» 
have n o t  been In c lu d e d  in  th e  accompanying con* 
s o l i d a t e d  s ta te m e n t  of  p r o f i t  and l o s s  excep t to  
t h e  e x t e n t  o f  d iv id e n d s  (11 ,200  In  both  y ea rs )  
r e c e iv e d  in  U n ited  S t a t e s  d o l l a r s . "31
A side  from th e  la c k  o f  v a lu a t io n  d a ta  i t  is u s u a l ly  
n o t  p o s s i b l e  t o  d e te rm in e  th e  names o f  th e  major co rp o ra ­
t i o n s  whose s e c u r i t i e s  a re  h e ld .  T h is  c o n d i t io n  I s  bad.
The s to c k h o ld e r  i s  n o t  on ly  d en ied  b a s ic  f i n a n c i a l  i n f o r ­
m ation  which he n e e d s ,  b u t  he i s  not g iven th e  names 
w hich w ould e n ab le  him to  seek  th e  f i n a n c i a l  d a t a -e lsew here .
31 1946 Annual R e p o r t ,  p . 18. T h is  coverage should  
he c o n t r a s t e d  w ith  th e  many r e p o r t s  which c o n ta in  no such 
in f o rm a t io n ,  o r  w i th  r e l a t i v e l y  u n in fo rm a tiv e  explanation©  
such a s  th e  fo l lo w in g :  ,fThe company's e q u i ty  a t  ftovember 30,
1946, in  th e  n e t  a s s e t s  o f  i t s  wholly owned s u b s id ia ry  in  
E ng land , n o t c o n s o l id a te d ,  was $204,491*71 in
M Sg84‘ t9TSl *feiSSi*i»ip»«!” ?t i ^  stata4-" SM ‘
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Though i t  1® not f e a s ib le  t o  d is c u s s  c r i t i c a l l y  
th e  sa v e r s !  variation®  in  treatm ent in  th e  75 rep o rt® , 
two ad d ition® ! p resen ta tio n s  a r e  d isc u sse d  a s  a means o f 
em phasizing th e  f a i lu r e  o f th e  r e p o r t s  to  a n t i c i p a t e  
obvious reader q u estion *  and r e a c t io n s .
The F oster and K le ise r  Company , a firm  engaged In
outdoor a d v e r t is in g , shows on i t s  b a lan ce  sh e e t "Investment
**
l a  Outdoor A d v ertis in g  Incorporated—Net (Hot© 1 } . . . . .  
$ 1 1 3 ,1 9 6 .0 0 .w Kota 1 reads as fo llo w s :  'T h is  in v estm en t
w ith  an o r ig in a l c o s t  o f  1204 ,300 .00  l a  b e in g  am ortized  
in  annual amounts equal to  th e  d iv id en d s re c e iv e d  on th e  
s to ck  or 1 1 2 ,5 0 0 .0 0 , w hichever i s  g r e a t e r . " 3 2 ?*hy am o rtize  
th e  in vestm en t! Why am ortise by th e  plan s ta te d ?  How many 
years has t h i s  p o lic y  been fo llow ed? What i s  th e  i te m 's  
market value? These are ju s t  a few o f th e  q u e s tio n s  w hich 
might come to  a re a d er 's  mind. I s n ' t  th e  e x p la n a tio n  more 
ooafu sin g  then in form ative?
As one item  under th e  cap tion  " In v estm en ts  and O ther 
A s s e t s ,* U nited A ir c r a ft  Corporation shows in I t s  b a lan ce  
sh e e t:  "M iscellaneous In vestm en ts. • • • »|1»QG.” I s  there
r e a l ly  more than one "investment*'? Did th e se  investm ents  
e o s t  a t o t a l  o f  $1 .00  or a re  they now worth j u s t  fl.OO? I s  
t h i s  11 .00  item  s ig n if ic a n t  to  the stock h o ld er or th e  
employee o f a corporation  having  a ba lan ce  sh e e t a s s e t  t o t a l  
o f  *1 5 4 ,2 2 3 ,2 9 1 * 3 1 ?
32 1946 Annual Report, p. 7*
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I f  co n fu s in g  coverage  can fee w orse th a n  th e  many 
p o in ts  on w hich th e r e  i s  no co v erag e , th e s e  a re  p robab ly  
two good exam ples.33
F ixed  A s s e ts ♦ The t h i r d  main s e c t io n  on th e  a s s e t  
s id e  o f th e  b a la n c e  sh e e t i s  v a r io u s ly  cap tio n ed  "Fixed 
a s s e t s , " " P ro p e r ty  p l a n t ,  and equ ipm en t,"  "P ro p e rty  and 
p la n t* "  e t c .  The p r e s e n ta t io n s  in  many b a lan ce  s h e e ts  do 
n o t m eet th e  re q u ire m e n ts  f o r  good r e p o r t in g  in  th r e e  
r e s p e c t s ;
1 .  The a s s e t s  a r e  n o t c l a s s i f i e d  by ty p e s .
2 . The b a s i s  o f v a lu a tio n  i s  no t s t a t e d ,  o r  
i s  s t a t e d  u n in fo rm a tlv e ly .
3 *  A l l o w a n c e s 3 4  f o r  d e p re c ia t io n  a r e  n o t 
p ro p e r ly  shown.
33 in  view o f th e  many in a d e q u a c ie s  and in a c c u ra c ie s  
in  corp oration  annual r e p o r t s ,  i t  i s  s u r p r i s in g  t h a t  even 
more a r t i c l e s  have not been w r i t te n  on how c o rp o ra tio n s  
con cea l p r o f i t s .  I t  i s  no wonder t h a t  th e  U nited  E l e c t r i c a l ,  
Radio & Machine W orkers o f  America g iv e s  a s  a reaso n  fo r  
p u b lish in g  a book let e n t i t le d  How C orpora tions Conceal P r o f i t s  
and How to  Understand Tour Corporation* a fflnanoial R eport:
<i5To debunk th e  n o tio n  h e ld  by many o f our members t i i a i  wSen 
t h e i r  em ployers r e p o r t  t h a t  th e y  made o n ly  so muc|fc p r o f i t s ,  
th e  r e p o r t s ,  because  ex p ressed  In  d o l la r s  and c e n ts ,  r e p r e ­
s e n t  e x a c t c a lc u la t io n s  and  a re  th e r e fo r e  t r u e . "  The 
9 5 -p ag e  b o o k le t c o n ta in s  some u n s a t is f a c to ry  in t e r p r e t a t i o n s ,  
b u t i t  com pares f a v o ra b ly  w ith  many c o rp o ra te  annual r e p o r t s .
34 "Allowances" i s  used in  p re fe re n c e  to  " r e s e rv e s ,"  
See supra , fo o tn o te  24*
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A breakdown o f  th e  100 rep orts shows th a t  th e  
f ix e d  a s s e t s  a r e  l i s t e d  as one item  (and w ithout a break* 
down elsew here in  th e  r e p o r t)  in  33 o f  the rep orts*  In  
th e  rem aining 62 rep orts*  some m erely show land a s  a aepa«» 
r a te  item  from th e  remainder o f  th e  f ix e d  a s s e ts *  l e s s  
than h a lf  o f  th e  rep o r ts  co n ta in  &n adequate f ix e d  a s s e t  
breakdown*
The v a lu a t io n  d a ta  in  th e  re p o r ts  I s  even l e s s
adequate* A breakdown m. th e  typ e o f coverage fo llo w s:
26 ~ Ho in d ic a t io n  o f  b a s is  o f  v a lu a tio n  
43 -  Goat l e s s  d e p r e c la t io a  (w ith  th e  amount o f  
d e p rec ia tio n  not in d ic a te d  in  s e v e r a l c a s e s )
31 -  Based on a p p ra isa l w ith  su b seq u en t a d d i t io n s  
a t  coat* and m isce lla n eo u s bases
A ctu a lly*  th e  Inform ation g iv e n  in  m ost o f  th e  64
rep o r ts  I s  to o  meager to  be r e a l l y  in form ative* To say th a t
th e a s s e t s  a r e  valued **&t cost** t e l l s  l i t t l e *  &ost o f  th e
c o s t s  m ight have been Incurred In a y e a r  o f very h ig h  or
low  co s ts*  A pp raisa l coverage nn g iv en  In  th e  Oodeheux
Sugars* Inc* rep ort i s  r e l a t i v e l y  uninform ative:
•Property* P la n t and Equipment*—sta te d  
(ex ce p t a s to  l iv e s to c k }  a t  a p p r a i s a l  v a lu e  
(land a s  o f  J u ly  ?• 1919 and o th e r  p ro p e r ty  
as o f  June 1* 1920) p lu s subsequent a d d i t io n s  
a t  c o s t  l a s s  deductions * * * • "**
A few  o f  th e  r e p o r ts  con ta in  some d a ta  which maices 
th e  e o s t  d a ta  a c r e  m eaningful* The fo llo w in g  a r c  exam ples:
W 1 9 4 6  Annual Report* p* 13*
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1* S chedu le  showing amounts f o r  each y e a r  
t o r  1932 th ro u g h  1946  on th e  c o s t s , d e p re c ia t io n  
ch a rg e d t eM  c o s ts  y e t  t o  he charged  f o r  la n d , 
b u i ld in g s ,  and m achinery and equipment«**C&ter«> 
p i l l a r  t r a c t o r  Company
2* sc h e d u le  showing g ro s s  book v a lu e , 
r e s e r v e s ,  and n e t  book v a lu e  fo r  each o f seven 
ty p e s  o f  f ix e d  a s s e t  i te m s ; g e n e ra l p o l i c i e s  on 
th e  m aking o f  e n t r i e s  to  p la n t  and d e p r e c ia t io n  
a c co u n ts  •— s ta n d a rd  O il Company ( In d ia n a )
3 , In a d d i t io n  to  th e  u su a l b a lan ce  s h e e t  
breakdow n, th e  Rockw ell M an u fac tu rin g  Company 
r e p o r t  c o a ts  in s  th e  fo llo w in g s  
F a c i l i t i e s  a c q u ire d  under c e r t i f i c a t e s  o f  n eces­
s i t y  1
Land, b u i ld in g s ,  m achinery and
equipm ent • • . • • • • • * * • .............. .. ♦41,589*593-,.
L ess r e s e rv e s  f o r  d e p re c ia t io n # ,* *  1 ,5 8 9 * 5 9 3 ^*
A llow ances f o r  d e p r e c ia t io n  were shown a s  fo llo w s ;
$ -  "L ess r e s e r v e s * b u t no amount o r amounts 
shown
75 -  One b la n k e t r e s e rv e
17 -  More th a n  one re s e rv e  b u t r a r e ly  more th a n  
two
. . .  **aakatt Company uses th e  same p r e s e n ta t io n
with a n  u n in fo rm a tiv e  c a p tio n  o f  " F a o l l l t l e s —a m o r t l /a h lR »  
In  c o n t r a s t  to  th e s e  p r e s e n ta t io n s  U n iv e rsa l P ic tu r e s  Qn»* 
p an y , I n c .  shows* " F lie h  A sse ts  (ex c lu d in g  
a s s e t s ) " ,  In fo rm a tio n  on th e  amount o f  f u l l y  f le p re o lI tS j  
p roperties h as Im p o rtan t im p l ic a t io n s  in  an  a n a l v * i « ^  
p r o f i t s ,
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The deduction  f o r  t h e  one b la n k e t r e s e rv e  i s  u s u a lly  
made from  th e  t o t a l  o f  f ix e d  a s s e t s ,  in c lu d in g  la n d . Such 
p r e s e n ta t io n  i s  c o n fu s in g . An e x p la n a tio n  i s  needed when 
th e  a s s e t s  have been la r g e ly  d e p r e c ia te d .  Almost 80 p e rc e n t 
o f  th e  d e p rec ia b le  a s s e t s  of E le c t r i c  Boat Company have been 
charged to  d e p r e c ia t io n .
In ta n g ib le  A sse ts . The American I n s t i t u t e  o f 
A ccountants recommends " In ta n g ib le  A ssets"  a s the n e x t s e c ­
t io n  o f  th e  balance s h e e t . The Item s are to  b e  d escr ib ed . 
T h is  plan o f  p resen ta tio n  i s  not fo llo w ed . I n s te a d ,  c a p tio n s  
such a s  "G oodw ill, w "G oodwill, Trademarks and P a t e n t s , " and 
"Goodwill and P atents"  are used and w ith  on ly  one amount 
shown. An in ta n g ib le  item  appears under "Deferred Charges" 
in  one balance sh ee t and under "Fixed A sse ts"  in  th r e e  
b alance s h e e ts .
Of th e  65 b a la n c e  s h e e ts  which c o n ta in  a n  in ta n g ib le  
i te m , th e  amount i s  a nom inal sum, u s u a lly  # 1 .0 0 , in  47 o f  
th e  r e p o r t s .  I t  i s  doub ted  t h a t  a Jl.GO In ta n g ib le  item  
h as any r e a l  s ig n i f ic a n c e  in  th e  r e p o r t .  The item h e lp s  
make th e  whole a c c o u n tin g  p ro c e s s  b e w ild e rin g  to  th o se  
r e a d e r s  who a r e  n o t v e rse d  In  te c h n ic a l  a c c o u n tin g .
P rac tica lly  no valuation d a ta  is  g iven  in th e  IS 
repo rts  showing more than a nominal sum for in ta n g ib le ® .
Vague ex p la n a tio n s a r e  made in  th ree  r e p o r t s ,  " c o s t"  i s  th e
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b a s is  in  oas r e p o r t, reserve©  are shown in  two re p o r ts ,  
ana th e  a m o rtisa tio n  p o lle r  i s  s p e c if ie d  in  on© r e p o r t.
The la r g e s t  sum ap p ears  in  th e  n a t io n a l  Im d  Company 
r e p o r t , in  a d d it io n  to  a r e l a t i v e l y  sm a ll item  p re se n te d  
se p a r a te ly  under the c a p tio n  of "Patents and l i c e n s e s ,  l e s s  
am ortisation,** the fo llo w in g  ite m  i s  showns
P la n t, property and equipm ent, a t  1915 a p p ra ise d  
v a lu e s , subsequent a d d i t io n s  a t  c o s t  1in clu d in g  
in ta n g ib le s  o f  120 ,692 ,311  n o t being a m o rtis e d ) , 
l e s s  r e se r v e s  fo r  d e p r e c ia t io n , d e p le t io n  and 
a m o rtisa tio n  o f .............. ...150 ,774 ,735
T his i s  a su b s ta n t ia l  item  to  "hide" in  th e  f ix e d  
a s s e t s  s e o t io n . Further Inform ation is needed.
D eferred Charges. T h is s e o t io n  o f  th e  b a lan ce  sh e e t 
i s  designed  to  in c lu d e  p re p a id  I n t e r e s t ,  in s u ra n c e , ta x e s ,
and v a r io u s  other expense paym ents which should  be matched
a g a in st  Income o f a fu tu re  ac c o u n tin g  p e r io d . A breakdown 
o f  th e  "deferred c h a rg e s"  In th e  100 r e p o r t s  shows:
5& -  Only one "deferred c h a rg es"  item .
35 -  More than one item
7 -  ho item
The tendency i s  to  combine d e f e r r e d  item s into one 
item  fo r  statem ent purposes. S in ce  th e  sum o f such  items 
i s  r e l a t i v e l y  em a il, th e r e  can be no o b je c t io n  to  such p ra c ­
t i c e .  U sing an e x p la n a to ry  c a p tio n  such as th e  following 
i s  commendable a ls o :
D eferred  C harges to  f u t u r e  O pera tip  os—Goody e a r  T ire  
& bub h er Company
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A| pllo a b le ^ to  F u tu re  P eriod s— t j n l ted S ta te s
Insurance* Taxes. a te *—goats 1 toofutura
Q&era tlQ fta .»~Ca t  er p i l l a r 1t t a SVSy. 3 5 £p an  v
Other A ssets*  A d e ta i l e d  l i s t i n g  o r breakdown o f  
th e  item s appearing under a c a p tio n  o f * O ther* o r "M isse l1*- 
lan sou s*  a s s e t s  and th e  m isc e lla n e o u s  item s a p p e a rin g  w ith ­
out ea p tio n e  i a  not a tte m p te d  h e re  because o f  th e  varying  
c l a s s i f i c a t i o n s  used in  th e  s e v e ra l  b a lan ce  sheet®  and th e  
r e la t iv e  in co n seq u en tia l am ounts involved*
For annual r e p o r t  p u rp o se s , c l e a r e r  and b e t t e r  
p resen ta tio n  would be ach ieved  i f  a l l  such item s w ere com­
bined and shown a s  one "O th e r” o r  "M isce llaneous*  item*
I f  any o f  th e  in d iv id u a l item s a re  s i g n i f i c a n t  w ith o u t 
regard to  s i s e ,  such  a s  lo a n s to  o f f i c e r s ,  th e  s e v e ra l  
item s should be shown under th e  c a p t io n  o f  "O ther" a s s e t s  
a s  recommended by the American I n s t i t u t e  o f  A ccountants*
Current L i a b i l i t i e s .  L i a b i l i t i e s  which a re  payab le  
w ith in  one year from th e  b a lan ce  sh e e t d a te  a r e  c l a s s i f i e d  
a s  current* There i s  g e n e ra l agreem ent on t h i s  l i n e  o f 
demarkation betw een c u r r e n t  and f ix e d  l i a b i l i t i e s *  The 
b alance sh eet p r e s e n ta t io n s  d e f i n i t e l y  r e f l e c t  such a g re e ­
ment*
In  te rm s o f  co m p le ten ess and a c c u ra te  r e p o r t in g ,  
th e  l i a b i l i t i e s  a r e  much b e t t e r  p re se n te d  than in  th e  ca se  
o f  any o f  th e  a s s e t  se c tio n s*  T h is  i s  due in  p a r t ,  no d o u b t, 
t o  th e  n a tu re  o f  th e  a s s e t  v a lu a tio n  problem .
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The c u r r e n t  l i a b i l i t y  i te m s  were not c l a s s i f i e d  on
o n ly  one c o n v e n tio n a l b a la n c e  sh e e t* 37 The breakdowns by
ite m s  a r e  much more com plete  th an  in  th e  case  o f  th e  a s s e ts *
F o r exam ple , th e  Glenn L. M artin  Company r e p o r t  c o n ta in s
12 c u r r e n t  l i a b i l i t y  item s*  Such a d e t a i l e d  l i s t i n g  i s
n o t needed by s to c k h o ld e r s ,  em ployees, o r  th e  g e n e ra l  p u b lic*
The p r e s e n ta t io n  o f th e  s e o t io n  can be im proved by
C la s s i fy in g  th e  i te m s  w ith in  th e  s e c t io n  and by u s in g  more
a c c u r a te  acco u n t term ino logy*  T hese two p o in t s  ar© w e l l
i l l u s t r a t e d  in  th e  B lack , 31v a i l s  & B ryson , Inc* r e p o r t :
C u rre n t L i a b i l i t i e s
M otes p a y a b le , u n secu red :
Banks ( in e lu d in g  c u r r e n t  i n s t a l ­
ment o f  t e n  y ea r  bank lo a n ) •• • .# 1 ,9 0 0 ,0 0 0 * 0 0
O th e r  * ,» .* * * :*  152*000.00 $2,052,000*00
A ocounts p a y a b le :
T ra d e ....................................... .................... *. *$ 398 ,528 .00
O ther .............. ...................... ...........*...........*. 127*704.76 526,232.82
D iv id en d s d e c la r e d ,  p ay a b le
January 1 0 , 1947.......... * . . . . .  45,000.00
A c c ru a ls :
F e d e ra l  income t a x e s  *................... $ 634 ,081 ,45
O ther ta x e s  and expense*    * 59.764*83 693.850*28
T o ta l  C u rren t L i a b i l i t i e s  $3,317,083*10
The c l a s s i f i c a t i o n  o f  ite m s by n o te s ,  a c c o u n ts ,
and a c c r u a ls  i s  commendable* The c l a s s i f i c a t i o n  o f th e  ta x
ite m s  a s  a c c r u a ls  I s  p r e f e r r e d  over such t i t l e s  a s  "P ro v is io n
f o r  f e d e r a l  ta x e s  on income" and "H eserve f o r  f e d e r a l  and
C anadian ta x e s  on incom e." "P ro v is io n "  and "R eserve" a re  a
p a r t  o f many o f th e  t i t l e s  o f  c u r r e n t  l i a b i l i t y  item s* Has
" p r o v is io n "  been made? Has som ething been " re se rv e d "?
3 7  American C a n  C o m p a n y  1 9 4 6  Annual Report, p. 1 7 *
Of c o u rse  n o t .  f h e  w ords a r e  m is lea d in g  wMn used  i n  th e  
above way. Aa a l t e r n a t e  t i t l e  o f  "E stim ated  f e d e r a l  t e s t a  
on incom e" l a  su g g e s te d .
F ixed  l i a b i l i t i e s . F if ty - s e v e n  o f  th e  r e p o r ta  eon* 
t a i n  f ix e d  l i a b i l i t y  i t  ess* wLong«rtena d e b t , "  Long-term 
l i a b i l i t i e s , "  "Funded d e b t"  a r e  th e  more common captLgh,s*...,:. 
i  t  f i r s t  two c o n s is t  o f  commonly used term® and a r e  pre*  
f e r r e d  o v e r  c a p tio n s  such  a a "Funded d e b t"  and "?en~y@ar 
d e b e n tu re s* "  U n fo r tu n a te ly ,  in  a  few case® more than  one 
f ix e d  ite m  ap p eared  bu t w ith o u t a s e c t io n  c a p t io n .
Alm ost w ith o u t e x c e p tio n  com plete In fo rm a t io n  on 
due d a te s  and r a t e  o f  i n t e r e s t  l a  g iv en  In  th e  b a la n ce  sh e e t  
p ro p e r  o r  in  a fo o tn o te  o r  no te*  I f  sp ace  l i m i t a t i o n s  p e r ­
m i t ,  i t  i s  su g g ested  th a t  th e  In fo rm a tio n  be in c lu d e d  in  
th e  b a la n c e  s h e e t  p ro p e r ,  th e  fo llo w in g  p r e s e rv a t io n  in  
th e  F o s te r  and & 1 e lse r  Company r e p o r t  i s  e x c e l l e n t :
L ong-term  L i a b i l i t y :
D eb en tu re  n o te s ,  34$--due a n n u a lly  on Jan u ary  1 s t  
a t  # 7 3 ,0 0 0 .0 0  p e r  annum d u r in g  th e  p e r io d  1949 
th ro u g h  1957 and a t  #50 ,000 .00  p e r annum through 
1967...........................................................    11 ,175 .000 .00
C a p ita l  S to c k . In  g e n e r a l ,  c a p i t a l  s to c k  p r e s e n ta ­
t i o n s  a r e  very  a c c e p ta b le .  A breakdown on th e  d a ta  p e r t a i n ­
in g  to  p r e f e r r e d  s to c k  fo llo w s :
41 -  P ar v a lu e
1 0  * $o p a r
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41 « No p r e f e r r e d  s to c k  shown
54 ** Number o f s h a re s  a u th o r i s e d  shown 
59 * Number o f  s h a re s  is su e d  shown 
25  -  T re a su ry  s te a k  shown
59 •  ©It id en d  r a t e  shown
}0 *» Oae o r more p r e f e r r e d  p r i v i l e g e s  s p e c i f i e d  
A s im i la r  breakdown on th e  common s to c k  r e v e a ls  
th e  fo llo w in g  s
60 *» P a r  v a lu e  
39 -  No p a r
1 -  No in d ic a t io n  (Plomb Tool Company)
95 * Number o f  s h a r e s  a u th o r iz e d  shown 
99 -  Number o f  s h a re s  i s s u e d  shown 
36 -  T re a su ry  s to c k  shown
Then, th e r e  i s  a lm o st com plete coverage on th e  
e s s e n t i a l  f e a tu r e s  o f  c a p i t a l  s tock*  The number o f  sh a re s  
a u th o r iz e d  sh o u ld  alw ays be shown. The s t a t e d  v a lu e  o f  
a o -p a r  s to c k  was n o t a lw ays s ta te d *  Though 50 o f  th e  59 
r e p o r t s  showing p r e f e r r e d  s to c k  in d ic a t e d  one or more 
p r e f e r r e d  p r i v i l e g e s ,  i t  i s  c e r t a in  t h a t  f u l l  d i s c lo s u r e  
o f  such p r iv i l e g e s  was n o t g iv e n  in  each c a se .  I t  i s  
recommended t h a t  th e  g e n e ra l  o u t l i n e  o f p r i v i l e g e s  be g iv en  
i n  each  c a s e . The c o s t  o f  t r e a s u r y  s to c k  should  be shown. 
Only th e  number o f  s h a re s  was g iv e n  in  s e v e ra l  ba lance  
s h e e ts  #
A side  from  co m p le ten ess  in  co n ten t  I t  i s  co n s id e red  
im p o r ta n t  t h a t  th e  ty p o g ra p h ic a l  arrangem ent c o n t r ib u te  as
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much a® p o s s ib le  to  e a s e  o f  re a d in g  and u n derstand ing*  The 
fo llo w in g  aye  e x c e l le n t  in  arrangem ent and co n ten t:^®
C a p i ta l  s to c k — 
h% C um ulative P re fe r r e d  S to c k , p ar 
v a lu e  $10© p a r  s h a re ,  c a l l a b l e  a t
H I©  p e r s h a re  upon v o lu n ta ry  
l i q u i d a t i o n  and $100 p e r sh a re  
upon In v o lu n ta ry  liq u id a tio n * "*  
A u th o r is e d  and is s u e d  100,000 Share* 
l e s s :  l a  t r e a s u r y  1 .2 7 0  S hares
O u ts ta n d in g  ^WT^3Q Share*
Common a to  ok , .par v a lu e  $ 5 p e r  s n a re — 
A u th o rised  $00,000 S h ares
Is s u e d  oSff^W f h a re s
L e ss : In  t r e a s u r y  22.039 S h a re s
O u ta u a d ln c  S & '.i t t  S hares












C a p i ta l  S to ck :
5$ C um ulative  P re fe r r e d  S to ck  (Each 
s h a re  I s  c o n v e r t ib le  in to  2$ 
s h a re s  o f  th e  p re s e n t  Common s to c k  
p r i o r  t o  Jan u ary  1 , 1932, and i s  
red eem ab le  a t  #103*00 p e r s h a re  
and acc ru ed  d iv id e n d *  on or befo re  
t h a t  d a te  and t h e r e a f t e r  a t  $102*50 
p e r  s h a re  ahd aoerued  d iv id e n d s ) :
A u th o riz e d — 25$,$69 s h a re s  o f 
$100.00 p ar v a lu e ;
I s s u e d  and O u ts ta n d in g —25$*865 s h a re s * * * . t2 5 ,$ $ 6 ,500.00
Common ©took*
A u th o riz e d — 3 ,6 0 0 ,0 0 0  s h a re s  o f  15.00 
p a r  v a lu e ;
Is su e d  and O u ts ta n d in g — 2,65 6 ,7 0 1  sharej 
in c lu d in g  447 s h a re s  i s s u a b le  fo r  
s h a re s  o f  Common S to ck  o f  U n ited  
A i r c r a f t  & T ra n sp o rt C o rp o ra tio n  when 
p re se n te d  f o r  exchange.............. ................. 13.283,855*00\W,lW,y$5M
3® f r o n  ttk* In te rn a  t lo n a l  M in e ra ls  &■ C heat**! 
C o rp o ra tio n  and U n ited  A i r c r a f t  C o rp o ra tio n  r e p o r t*  respec­
t iv e ly *
m
T here  i s  $ poor c h o ic e  o f  term inology in  s e v e ra l  o f 
th e  r e p o r t s .  " C a p ita l  ©took" i s  u«e&. f o r  "common s to c k "  in  
U n ited -E ex a il D rag, I n c . ,  r e p o r t • The Gen©ral E le c t r i c  
Company r e p o r t  c o n ta in s  an  item : "S p e c ia l s to c k —6$
cu m ulative; par va lu e  $10 (a u th o r is e d  an u n issu ed  
1*207 ,036  sh a r e s}. " th e  d e s ig n a tio n  "Special s to c k "  i s  
u a s a t l s f a c to r y .
The odd p re s e n ta t io n s  i n  two r e p o r t s  Should he men* 
t in n e d . The s im p l i f i e d ,  d e s c r ip t iv e  b a lan ce  c h e s t—the 
o n ly  one In  th e  rep o r t—o f th e  Plomb Tool Company m erely  
shows: "What Our Company I s  W orth.. . . . .1 2 ,£ 2 9 * 8 4 1 * w T h is
amount i s  e r e s id u a l  b a lan ce  sh e e t f ig u r e  and  undoubted ly  
i s  n o t th e  amount th e  company " l a  w o rth " . R eport r e a d e r s  
a re  e n t i t l e d  to  know c e r t a in  th in g s  ab o u t th e  c a p i t a l  
s to c k  and accum ulated  e a rn in g s .  The s ta te m e n ts  l a  t h i s  
rep ort are a prim e example o f  th e  us® of s im p lif ie d  r e p o r t s  
to  r e v e a l  s i g n i f i c a n t  r e l a t io n s h ip s  a s  l i t t l e  a s  p o s s ib le .
The c a p i t a l  s e c t io n  o f  th e  Oodchaux S u g ars , In c .
rep ort i s  g iv e n  a s  fo llo w s :
Equity o f  S to c k h o ld e rs  (s e e  n o te ) :
P r io r  p r e f e r r e d  ©took ($4*50 cu m u la tiv e) 
w ithout p a r  v a lu e — s ta te d  v a lu e , |5 .  
a  s h a re ;  c a l l a b l e  a t  $105 a sh a re  and 
a c c ru ed  d iv id en d s (d iv id e n d s  p a id  to  
December 31# 1946). A u th o rized  and 
is s u e d  30 ,500 s h a re s ,  w hereof 1 ,130 
s h a re s  in  t r e a s u r y ,  le a v in g  29 ,370 
s h a re s  o u ts ta n d in g —a t  l iq u id a t io n  
v a lu e  o f $100 a s h a r e . ............................... *«$2*937*000
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G lass  A s to o k  w ith o u t p a r  v a l u e - s t a t e d  
v a lu e ,  #5  a  s h a re .  A u th o rized  200,000 
s h a r e s ;  is s u e d  and o u ts ta n d in g , 35,250 
s h a re s  (minimum l iq u id a t io n  v a lu e , $50  
a  s h a r e ) — e q u ity  #5 0 * 6 2  a  s t o r e ,* ••«»« 4 , 3 1 5 ,6 2 6
O laas 3  a to o k  w ith o u t p a r  v a lu e — s ta te d  
v a lu e ,  #5  a  share*  A u th o rized  2 0 0 ,0 0 0  
s h a r e s ;  i s s u e d ,  8 5 ,2 5 0  s h a re s ,  w hereof 
2 ,0 0 0  s h a re *  l a  t r e a s u r y ,  l e e r in g  
33 ,250  s h a re s  o u ts ta n d in g —e q u i t y . . . .  * 4*214*3?ft
f e t a l  e q u i ty  o f  S t o e k h o l d e r s . 111, 467, 005
The n o te  r e f e r r e d  to  a p p e a rs  a t  th e  bottom  o f th e  page:
"The t o t a l  e q u ity  o f  s to e k h o ld e r s  I s  com prised 
o f  th e  l iq u id a t io n  v a lu e  o f  th e  p r io r  p r e f e r r e d  
s to c k ,  # 2 ,9 3 7 ,0 0 0 , th e  s t a te d  v a lu e  o f O laas A
and B s to c k s ,  #342 ,500 , and s u rp lu s  a s  s e t  f o r t h
l a  th e  accom panying s ta te m e n ts . The ex c ess  o f  th e  
minimum l iq u id a t io n  v a lu e  o f  th e  C la ss  A s to o k  o v er 
th e  s t a t e d  v a lu e  th e re o f  does no t c o n s t i t u t e  a 
r e s t r i c t i o n  on earn ed  s u rp lu s .*
T h is  i s  a new ty p e  o f  p r e s e n ta t io n ,  b u t d e f i n i t e l y  
one w hich  shou ld  n o t be used i n  th e  fu tu re *  Some o f  th e
m ajo r w eaknesses a r e  th e  fo llo w in g :
1 . T here i s  in ov er-em p h asis  on " l iq u id a t io n  
value.** L iq u id a tio n  i s  n o t con tem pla ted  and th e  
a s s e t s  w ere no t p re se n te d  on a " l iq u id a t io n  v a lu e"  
b a s i s .
2* There i s  no in d ic a t io n  o f  th e  c a p i t a l  con­
t r i b u t i o n s  o f  each o f  th e  th r e e  g roups o f  s to c k ­
h o ld e r s .
m
3* Accumulated s u r p lu s ,  by type® , i s  not shown 
in the balance sheet* The coverage  in  th e  s u rp lu s  
statement is not complete*
4* T re a su ry  s to c k  i s  not shown. The s u rp lu s  
s ta te m e n t c o n ta in s  an  u n in fo rm ativ e , r e f e r e n c e  to  
t r e a s u r y  s to o k :  " C a p ita l  S u rp lu s  ( a f t e r  d ed u c tin g
th e  c o s t  in  ex cess  o f  a p p l ic a b le  l iq u id a t io n  o r  
s t a t e d  v a lu e  o f  t r e a s u ry  s to o k  h e ld )—no change 
d u r in g  year*  . . $ 3 ,0 3 9 ,6 1 1 ."
5* One w onders i f  th e r e  I s  any d i f f e r e n c e  
betw een C la ss  A and B s to c k  o th e r  th an  minimum 
l i q u i d a t i o n  v a lu e . One a l s o  w onders why C la ss  B 
e q u i ty  was n o t s p e d f l e d  a t  $50.62 in  th e  same 
way a s  f o r  th e  C la ss  A s to c k .
An a n a ly s i s  o f  th e  ty p e  co n ta in e d  In  th e  b a lan ce  
s h e e t  co u ld  be very  v a lu a b le  to  s to c k h o ld e r s  i f  a d e q u a te ly  
dene  and i f  p re se n te d  in  an o th e r  s e o t io n  of th e  r e p o r t*
Such an a n a ly s i s  sh o u ld  supplem ent th e  b a lan ce  s h e e t  and 
n o t d is p la c e  any p o r t io n  o f  i t*
S u rp lu s * S u rp lu s  i s  t r e a t e d  very  b r i e f l y  on most 
b a la n c e  sh e e ts*  T h is  p r a c t i c e  i s  s a t i s f a c to r y  s in c e  a 
d e t a i l e d  breakdown o f s u r p lu s  t r a n s a c t io n s  and b a la n c e s  i s  
ex p ec ted  to  be g iv en  in  a s e p a ra te  s ta tem en t*
Sixty-eight of the reports showed c a p i t a l  su rp lu s*
Of th e s e ,  50 used the caption " C a p ita l  s u r p lu s ,"  12 used 
wP a id - In  s u r p lu s ,"  three combined both  terms in to  one
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© aptloo  suoh a s  " C a p ita l  s u r p lu s —p a id  i n , "  and on# rep ort  
shored amounts f o r  b o th  " C a p ita l  surplus** mud " P a id - in  
su r p lu s ."  th e  d i s t in c t io n  made in  t h i s  r e p o r t  {B lack ,
SI r a i l s  e  B ryson , I n c . )  I s  good. " P a id - in  s u rp lu s "  i s  
used to  lnolu& e th e  amount p a id  in  by th e  common s to c k h o ld e rs  
l a  e x c e ss  over per v a lu e . " C a p ita l  surplus** i s  used to  
in c lu d e  e x c e ss  o f  e q u i ty  in  s u b s id i a r i e s  over th e  c o s t  o f  
in vestm ent th e r e in .
411 but four o f  th e  r e p o r t s  shoe  "Earned s u r p lu s ."  
Godehaux S ugars, I a o . ,  sad PI ©mb f o o l  Company do n o t show 
a  su rp lu s  item  o f  any hind in  t h e ir  s ta te m e n ts .  M arq u e tte  
Cement M anufacturing Company and John B. S te ts o n  Company 
r e p o r ts  co n ta in  on ly  one su rp lu s item  and th e y  in a p p ro ­
p r ia t e ly  cap tion  i t  "Surplus."  In stead  o f th e  c a p tio n  
"Earned su rp lu s ,"  e ig h t  o f  th e  r e p o r ts  e o n ta in  a  laym anf s 
v ers io n  o f  th e  meaning and use o f  th e amount in v o lv e d .
The term s used are l i s t e d  below:
Income In vested  i n  th e  b u s in e s s —B rig g s  M anufactu r­
in g  Company
Income re ta in ed  in  b u s in e s s —B urroughs Adding 
M achine Company
P r o f it  employed in  th e  b u s in e s s —C a te r p i l l a r  f r a e to r  
Company
Earned s u rp lu s  r e t a in e d  f o r  th e  conduct o f  th e  b u s i ­
n e s s —S tan d a rd  O il Company ( In d ia n a )
E a rn in g s  r e in v e s te d  and employed In  b u s i n e s s -
s ta n d a rd  O il Company Ilfjw J e rse y )  a . .  _  .
Income r e in v ested  in  b u e in w * ~ ~ ^ * * e*  S ta te s  o te e l  
C orporation
Income r e in v e s te d  o r  r e ta in e d  in  th e  b u s in e s s —West 
V irg in ia  P u lp  and F aper Company
Met inoome r e ta in e d  f o r  use in  th e  b u s i n e s s -  
i n t e r n a t i o n a l  H a rv e s te r  Company
A p p aren tly  I t  i s  th e  g e n e ra l p o l ic y  f o r  d iv id en d  
r e s t r i c t i o n s  to  be s p o o lf le d  In  th e  b a lan c e  sh e e t or In  a 
supp lem en t t h e r e to .  Tw enty-one o f  th e  r e p o r t s  I n d ic a te  th e  
n a tu r e  o f  r e s t r i c t i o n s .  T h is  p r a c t i c e  shou ld  be* and pos­
s ib ly  i s  * fo llo w ed  l a  a l l  c a s e s ,
R e se rv e s . S e v e n ty - th re e  o f  th e  b a lan c e  sheet®  con­
t a i n  & " re s e rv e s *  s e o tio n  o r  ite m  w hich fo llo w s  th e  " l i a b i ­
l i t i e s ” s e o t io n  and p re c e d e s  th e  " c a p i ta l*  s e c t io n ,  A
t o t a l  o f  130 eueh i te m s  ap p e a r  in  th e  100 r e p o r t s .  But 
very few  o f  th e  r e p o r t s  r e v e a l  th e  e x a c t  n a tu re*  purpose* 
and s t a tu s  o f  th e  r e s e r v e  a c c o u n ts ,
R eference has a l r e a d y  been made to  two ty p e s  o f  
r e se r v e  a c c o u n ts .  T here i s  a th i r d  ty p e .  The th r e e  type® 
may be b r i e f l y  d e s c r ib e d  a s  fo llo w s :
1 ,  R eserve  f o r  bad d e b ts —r e p re s e n t in g  th e  
estim a ted  amount o f  r e c e iv a b le s  which a r e  u n co l­
l e c t i b l e ;  r e s e rv e  f o r  d e p r e c ia t io n —re p re s e n t in g  
th e  p ortion  o f  e x i s t in g  d e p re c ia b le  a s s e t s  which 
has been charged o f f .  These a r e  "v a lu a tio n *  o r 
" o f f s e t*  accounts to  a s s e t  a c c o u n ts . V a lu a tio n  
a c c o u n ts  may be used In  co n n ec tio n  w ith  any o f
th e  a s s e t  Item s w ith  th e  p o s s ib le  ex c ep tio n  o f
c a s h .  ("A llow ance” i s  a b e t t e r  te rm  to  u se  than  
" r e s e r v e .” }
2* R eserv e  fox tu x e s ,  p e n s io n s , eto,«***r©pre­
s e n t  l a g  th e  e s t im a te d  amount o f th e  l i a b i l i t y  f o r  
t a x e s .  ("E s tim a te d "  I s  a b a t t e r  te rm  to  use than  
" r e s e r v e ." )
3 . B eserve  f o r  oon tiugeno ie® , p e n s io n s , e t c . —
r e p r e s e n t in g  a p p r o p r ia t io n s  o f  s u r p lu s .
The word "reserve" sh o u ld  be a p p l ie d  o n ly  to  s u rp lu s
r e s e r v e s .  S u rp lu s  r e s e rv e s  o r  a p p ro p r ia t io n s  m erely  mom
t h a t  a  p o r t io n  o f  s u rp lu s  has been earm arked to  a c e r t a in
p u rp o se  o r u s e . A ll  s u rp lu s  r e s e r v e s ,  s u rp lu s  a p p r o p r ia t io n s ,
o r  s u b d iv is io n s  o f  s u r p lu s — r e g a r d le s s  o f  th e  d e s c r ip t iv e
te rm s  used shou ld  alw ays ap p ear in  th e  " C a p ita l  s to c k  and
s u rp lu s "  s e o t io n  o f  t h e  b a lan ce  s h e e t .  P re s e n ta t io n  such
a s  th e  fo llo w in g  would r e p r e s e n t  a c c u ra te  d is c lo s u re !
Earned s u r p lu s :
Earmarked fo r  s p e c i f i c  p u rp o se s :
To cover p o s s ib le  lo s s  of damage a u i t
(See Ko. 3 ) . . . . ............................................... $200,000
To oover o th e r  c o n t i r .g e a e ie s .   ..............    100.000 I  300,000
O nappropriat.d su r p lu s ............................................................  1 , 200.900
T o ta l  Earned s u r p lu s .........................  *   * fi/yO O ™
From th e  in fo rm a tio n  g iv en  in  th e  r e p o r t s  i t  I s  n o t
p o s s ib le  to  c l a s s i f y  each  o f  th e  ite m s  ac co rd in g  to  th e
th r e e  ty p e s  o f  r e s e rv e  a c c o u n ts . F o o tn o te s  a re  h e lp fu l  in
a few c a s e s .  A breakdown o f th e r e s e rv e  item s show s:39
39 The item  t i t l e s  e r e  b r ie f e d  bu t th e  scope o f  th e  
in d iv id u a l  item s i s  n o t m a te r ia l ly  changed. Most o f  th e  
i te m s  sh ou ld  be read  by p la c in g  " r e s e rv e  f o r "  b e fo re  th e  item .
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3# * C o n tin g en c ie s  
11 -  In su ra n c e  
IX •  la v  an t o r i  a s
X3 -  M is c e lla n e o u s , o th e r ,  o r  g e n e ra l  
2 -  S e c u r i t i e s  end in v estm en ts  
X -  O p era tin g  r e s e rv e s
C u rren t o p e ra t in g  r e s e rv e  
P en sio n  fund
In su ra n c e  and c o n tin g e n c ie s  
L osses on p ro p e r ty  d is p o s a ls  i
E stim ated  f e d e r a l  income ta x e s  which may be 
p ay a b le  when in s ta l lm e n t  p r o f i t s  ar® r e a l i s e d  
P en sio n , p ro d u c t g u a ra n te e , and com pensation 
l i a b i l i t y  in su ra n c e  
R e ta i l  s to r e  p a in t in g ,  e tc*
O f f ic e r s  r e t i r e m e n t  com pensation 
P e s t  s e rv ic e  p en s io n  c o s t—n e t  a f t e r  ta x e s  
U n re a lis e d  p r o f i t  on s a le s  to  u n co n so lid a ted  
s u b s id ia r ie s  
f o re ig n  exchange r a t e  f lu c tu a t io n s  
In v e n to ry  p r ic e  f lu c tu a t io n s  and o th e r  c o n t in ­
g e n c ie s
Workmen's com pensation and sundry re s e rv e s  
In tercom pany p r o f i t  in  in v e n to r ie s  
A d justm en ts due to  w artim e o p e ra t io n s  
S e lf - in s u ra n c e  and p roduct g u a ra n te e s  
Em ployees' b e n e f i t s  
P ostw ar a d ju s tm e n ts  and c o n tin g e n c ie s  
Employee b e n e f i t  p la n s  
Employee bonus 
D efe rred  income
C o n tin g e n c ie s  and m isc e lla n e o u s  
In su ra n c e  and c o n tin g e n c ie s  
Postw ar c o n tin g e n c ie s  ( in c lu d in g  $111,118 fo r  
o th e r  c o n tin g e n c ie s )  
f i r e  l o s s e s ,  e to .
C o n tin g en t and m isc e lla n e o u s  re s e rv e s  
F u tu re  c o s t  o f  im provem ents to  lean ed  p ro p e r­
t i e s ,  e tc*
C o n tin g en t ta x e s  on Income 
Tax and o th e r  c o n tin g e n c ie s  
C o n tin g en c ies  in c lu d in g  r e n e g o t ia t io n  o f war 
c o n t r a c ts  and postw ar expenses and ad ju s tm e n ts  
In su ra n c e  and o th e r  re s e rv e s  
P o s s ib le  f u tu r e  In v en to ry  p r ic e  d e c lin e s  and 
o th e r  c o n tin g e n c ie s  
P r io r  y e a r 's  f e d e r a l  and s t a t e , t a x e s
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Employers l i a b i l i t y  
Pension
C la im s, l i t  l o t i o n ,  and c o n tin g e n c ie s  
Postw ar abnorm al expenses 
P ostw ar r e h a b i l i t a t i o n  
P r io r  y e a r s 1 ta x e s  ana c o n tin g e n c ie s  
P o s s ib le  d e c l in e  in  in v e n to ry  v a lu e s  and 
o t te r  o o a tin g e a e ie e  
P a t te r n  d is c a rd s  and r e tu r n s  
A n n u ities
Replacement o f  tank ers  
P ensions
Canadian exchange ad ju stm en ts,
Employees pension  r e s e rv e  
D eferred m ain tenance  o f  p r o p e r t i e s  
Maintenance
P o ss ib le  a d d i t io n a l  f e d e ra l  income ta x e s  fo r  
p r io r  years  
Postw ar co n v e rs io n  expense
Estim ated a d d it io n a l c o s ts  a r i s i n g  ou t o f  w ar 
Insurance, c o n tin g e n c ie s , and m isce llan e o u s  
expenses
War lo s s e s  and postw ar c o n tin g e n c ie s  
O f f i c e r s f and em ployees9 p r o f i t - s h a r i n g  bonus
S in es  most o f  th e r e se r v e s  are o b v io u sly  s u b d iv is io n s
o f  su r p lu s , i t  means th a t s u rp lu s  i s  s u b s t a n t i a l ly  under*
s ta te d  on many o f th e  s ta te m e n ts .  For exam ple, The Borden
Company report shows s i x  " reserv es” t o t a l i n g  in  ex cess  o f
26 m ill io n  d o l la r s .  The c a p ita l  e q u ity  would be in c re a se d
by more than twenty peroent i f  th e s e  s u rp lu s  a p p ro p r ia t io n s
were shown as a part o f  su rp lu s.
The r e p o r t  contain©  ex p la n a to ry  reference®  to  only
two o f  th e  s i x  r e s e rv e s .  The p re s id e n t  s e id ;
"R ecognizing  t h t  u n s e t t le d  c o n d itio n s  r e s u l t ­
in g  from  th e  w ar w i l l  c a rry  in to  th e  f u tu r e ,  th e  
Board a u th o r is e d  a p p ro p r ia t io n s  from  earned s u r ­
p lu s  f o r  two new r e s e rv e s :  one o f $5>000,000 fo r
241
L o sses  on U nusual P ro p e r ty  D is p o s a ls , and a n o th e r  
o f  §5 ,000 ,000  f o r  P o s s ib le  In v en to ry  P r ie s  D eclines*
In  s e t t i n g  up th© l a t t e r  r e s e r v e ,  th e  Board was 
aw are o f  th e  d is a s t r o u s  drop i n  commodity p r ic e s  
d u r in g  th e  p e r io d  fo llo w in g  World War I  bu t a n t i c i ­
p a te d  no s im i la r  d e c lin e  in  1947.
" S u b s ta n t ia l  p r o te c t io n  a g a in s t  d e c l in in g  
p r i c e  t r e n d s  r e s u l t s  from our p o lic y  o f  ca rry *  
in g  a number o f  our m ajor in v e n to ry  Item s on a 
1 l a s t - i n ,  f i r s t - o u t *  b a s i s .  T h is method was 
ad o p ted  in  1939* when p r io e s  w ere r e l a t i v e l y  low . 
A lthough  o u r  in v e n to ry  o f  t57#641*793 on December 
3 1 s t was c o n s id e ra b ly  more th a n  © y ea r e a r l i e r ,  
i t  was n o t l a r g e  In  r e l a t i o n  to  th e  muoh g r e a te r  
volume o f b u s in e s s  t r a n s a c te d ." * 0
The s ta te m e n t a t te m p ts  on ly  to  e x p la in  th e  reaso n  
f o r  s e t t i n g  up th e  in v e n to ry  r e s e r v e .  However, in s te a d  o f 
j u s t i f y i n g  th e  f iv e  m i l l io n - d o l l a r  r e s e rv e ,  th e  e x p la n a tio n  
g iv e s  r a th e r  c o n c lu s iv e  ev id en ce  t h a t  th e r e  was no re a so n  
to  s e t  up a r e s e r v e  " f o r  p o s s ib le  in v e n to ry  p r i c e  d e c l in e s .* 
f i r s t ,  i t  i s  a d m itte d  th a t  a r a p id  d e c lin e  was n o t a n t i c i ­
p a te d ,  and second , i t  i s  ex p la in e d  th a t  th e  m ajor in v e n to ry  
item s a r e  c a r r ie d  a t  1939 p r i c e s .
C o n tin g en t L i a b i l i t i e s . Some o f  th e  item s l i s t e d  
above a r e  p u re  l i a b i l i t y  i te m s . There i s  m erely  a q u e s tio n  
a s  to  th e  e x a c t amount o f  th e  l i a b i l i t y .  The Item  " P r io r  
y e a r* s  f e d e r a l  and s t a t e  ta x e s "  i s  an exam ple. The item  should  
ap p ear i n  th e  c u r r e n t  l i a b i l i t y  s e c t io n .  On th e  o th e r  hand, 
a few o f  th e  item s could  r e p r e s e n t  th e  earm arking o f s u rp lu s
4° 1946 Annual Report, p. 5*
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* •  ******* t© a  c o n tin g e n t l i a b i l i t y .  "C on tin g en t t a t i i  liii 'f 
Income* cou ld  be such  an ite m , l a  such  e a s e , however* 
th e r e  o u g h t t© be i  s p e c i f i c  in d ic a t io n  o f  th e  n a tu re  o f  th e  
c o n t in g e n t  l i a b i l i t y .
M ention i s  made in  32 o f th e  r e p o r t s  o f  c o n tin g e n t 
l i a b i l i t i e s ,  The r e f e r e n c e s  ap p ea r on th e  f a c e  o f th e  
b a la n c e  s h e e t ,  in  no tes to  th e  f in a n c ia l  sta tem ent® , o r  in  
th e  p r e s id e n t ’ s  l e t t e r .  I t  i s  b e l ie v e d  t h a t  such re fe re n c e s  
sh o u ld  ap p e a r  in  th e  b a la n c e  sh e e t p ro p e r o r  i t s  accompany­
in g  n o te s .  P ro b ab ly  th e  b e s t  p ro ced u re  i s  to  l i s t  th© 
ite m  s h o r t  below th e  " c a p i ta l*  s e c t io n  o f  th© b a lan ce  sh e e t 
w ith  an in d ic a t io n  o f  an e x p la n a tio n  in  th e  n o te s  to  th e  
f i n a n c i a l  s ta te m e n ts .
"C en ts" in  th e  B alance S h e e t . F i f t y - f i v e  o f th© 
b a la n c e  s h e e ts  do n o t c o n ta in  " c e n t s ."  The use o f  "cen ts*  
ad d s n o th in g  to  th e  v a l i d i t y  o r  accu racy  o f  th e  b a lan c e  
s h e e t .  A m a jo r i ty  o f  th e  am ounts on th e  b a lan ce  sh e e t a re  
e s t im a te s .
Summary S ta tem en t on B alanoe S hee t I tem s . In  term a 
o f  a c c u ra c y , co m p le ten ess , c l a r i t y ,  and g e n e ra l  r e a d a b i l i t y  
th e  b a la n c e  s h e e t ite m s  la c k  much. One n e c e s s a r i ly  re a c h e s  
th e  c o n c lu s io n  t h a t  t r a d i t i o n a l  u n in fo rm a tiv e  p a t t e r n s  a re  
fo llo w ed  and t h a t  recom m endations o f  th e  American I n s t i t u t e  
Of A cco u n tan ts  have n o t been fo llo w ed  g e n e ra l ly  in  th e
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p r e p a r a t io n  o f  th e  b a la n c e  © hoots, th e  in a d e q u a te  p r e s e n ta ­
t i o n  o f  p a r t i c u l a r  ite m s  and s e c t io n s  o f  th e  b a lan ce  sh e e t 
add m easurab ly  to  th e  in h e re n t  l im i t a t io n s  o f  th e  b a lan c e  
s h e e t .
The d e t a i l e d  rev iew  o f  th e  b a lan ce  s h e e ts  r e in f o r c e s  
a  p re v io u s  c o n c lu s io n  t h a t  th e  management g ro u p , w ith  no 
e x c e p t io n s ,  a r e  n o t s t r i v i n g  to  " b e l l  a l l , "  Some managements 
a r e  t e l l i n g  m ore. More In fo rm a tio n  and b e t t e r  p r e s e n ta t io n s  
a r e  bad ly  needed by s to c k h o ld e r s ,  em ployees, and th e  
g en era l p u b l ic .
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c h a p t e r  7
FORM a n d  CONTENT OF T E E  INCOME STATEMENT
The n a tu re  and p u rp o se  o f  th e  income s ta te m e n t was 
d is c u s s e d  b r i e f l y  in  th e  in t r o d u c to ry  s e c t io n  o f th e  p re ­
c e d in g  c h a p te r .  As background to  a d e t a i l e d  a n a ly s is  o f 
th e  form  and  c o n te n t o f  th e  income s ta te m e n t ,  f u r t h e r  
s p e c i f i c a t io n  o f  th e  n a tu re  and purpose o f th e  s ta tem en t I s  
g iv en  h e r e .
The p rim a ry  f u n c t io n  o f a c c o u n tin g  i s  th e  m easure­
m ent o f  p e r io d ic  incom e. The income f o r  a p e r io d  i s  
m easured by m atch ing  th e  rev en u es  r e a l iz e d  a g a in s t  th e  c o s t 
e x p ire d  o r  consumed. Then, th e  fundam ental problem  o f 
a c c o u n tin g  i s  th e  d iv i s io n  betw een th e  p re s e n t  and th e  
f u tu r e  o f  th e  flow  o f fu n d s (rev en u e) from  th e  custom ers 
o r  c l i e n t s  in  exchange f o r  th e  p ro d u c ts  ( e i th e r  com m odities 
o r  s e rv ic e s )  o f  th e  b u s in e s s  and th e  s tream  o f c o s ts  
in c u r re d  in  su p p ly in g  th e  p ro d u c ts .  The d iv i s io n  o f  revenue 
and c o s ts  betw een th e  p r e s e n t  and th e  f u tu r e  i s  r e p o r te d  in  
th e  income s ta te m e n t and th e  b a la n c e  s h e e t .  The revenue 
and c o s ts  a s s ig n e d  to  th e  p re s e n t ( c u r re n t  p e rio d ) a r e  
r e p o r te d  in  th e  Income s ta te m e n t; th e  c o s ts  in c u rre d  which
2U5
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iKaowjQ oar b e l ie v e d  t o  be a p p l ic a b le  to  f u tu r e  p e r io d s  
a r e  r e p o r te d  l a  th e  b a lan ce  s h e e t .*
The a n n u a l income s ta te m e n t a t te m p ts  to  show th e  
r e s u l t s  o f o p e r a t io n s  f o r  th e  y e a r  In  te rm s o f  p r o f i t  o r  
l e e s ,  th a t  some e s t im a te s  a r e  n e c e s s a r i ly  made in  a r r iv in g  
a t  th e  p r o f it  or l o s s  f i g u r e  i s  a f a c t  which i s  som etim es 
unknown o r  u n a p p re c ia te d  by some annual r e p o r t  r e a d e r s .
On th e  problem* Diotelnson s a id :
" If an in d iv id u a l  p o s se s s in g  a c e r t a in  d e f i ­
n i t e  amount o f  c a sh  embarks t h i s  c a sh  in  v a r io u s  
v en tu res  which are a l l  in  due co u rse  liq u id a te d *  
w ith  th e  r e s u l t  t h a t  a t  th e  c lo s e  of a l l  h is  o p era ­
t io n s  he f in d s  h im s e lf  w ith  a n o th e r  d e f i n i t e  amount 
o f  cash  e i t h e r  g r e a t e r  o r  l e s s  th a n  th a t  w ith  which 
be s ta r te d , th e n  he knows e x a c tly  what h i s  p r o f i t  
or l o s s  has been  d u r in g  th e  in te rv e n in g  p e r io d .
B at su ch  a c o n d itio n  l a  an alm ost Im p o ss ib le  one 
In  p r a c t i c e  ex c ep t a s  a p p l ie d  to  In d iv id u a l  t r a n s ­
a c t io n s .  "3
S in ce  th e  t y p ic a l  b u s in e s s  e n te r p r i s e  i s  a c o n tin u ­
in g  e n t i t y ,  i t  i s  not f e a s i b l e  f o r  th e  d e te rm in a tio n  o f 
p r o f i t  or lo s s  to  a w a it  th e  l iq u id a t io n  o f  th e  e n t e r p r i s e ,  
t o  meet th e  needs o f management, in v e s to r s ,  c r e d i t o r s ,  and 
v a r io u s p u b lie  p u rp o se s , t h e  Income m ust be m easured 
an nu ally  o r  o f te n e r .  The q u a n t i t a t iv e  measurement and
* See W* A. P aton  and A. C. L i t t l e t o n ,  An In tro d u c tio n  
t o  C o rp o ra te  A ccoun ting  S ta n d a rd s . Monograph Ho. 3,r;,'lXmeHoan 
A ccounting  Association, C hicago , 1940.
3 A rth u r Lowes D ick in so n , Ac count inis P r a c t ic e  and 
P ro c e d u re . B onald P re s s  Company, Hew York"',' l9 lo »  p » 31 •
i f l t e r p r e i a t i o n  o f  th e  n e t  income f o r  th e  y e a r  r e q u ir e  
I 8 t i a a t « s  end  th e  e x e rc is e  o f  b ree d  judgm ent by a c c o u n ta n ts  
and  m anagers* N e v e r th e le s s ,  th e  income re c o rd  r e p re s e n ts  
t h e  b e s t  s i n g l e  g u id e  t o  th e  d e te rm in a tio n  o f Im m ediate 
a c t io n  and f u tu r e  p o l i c i e s  o f  th e  s e v e r a l  in t e r e s t e d  p a r t i e s .  
Management lo o k s  on th e  income re c o rd  a s  a m easure o f  p a s t 
m a n a g e r ia l su c c e ss  and a s  a b a s i s  f o r  f u tu r e  p lans*  In v e s ­
to r s *  a c tu a l  o r  p ro sp e c tiv e *  use  th e  income f ig u r e s  a s  a  
rough in d ic a t io n  o f  c o rp o ra te  e a rn in g  power and th e re fo r e  
o f  th e  v a lu e  o f  th e  s to c k ,  Employees a re  I n te r e s t e d  in  th e  
incom e re c o rd  in  so f a r  a s  i t  r e v e a l s  th e  rew ards to  th e  
v a r io u s  p ro d u c tiv e  f a c t o r s .  Consumers a r e  in t e r e s t e d  in  
th e  income re c o rd  a s  a  means o f  e s t im a tin g  th e  r e a s o n a b le ­
n e s s  o f  p ro d u c t p r ic e s*  C re d i to r s  u se  th e  Income re c o rd  In  
ju d g in g  th e  d e b t -  and in te r e s t - p a y in g  a b i l i t y  o f  th e  e n te r ­
p r is e *  V ario u s  governm ental a g e n c ie s  need th e  income re c o rd  
a s  a  b a s i s  f o r  ta x a t io n  and in  th e  d e te rm in a tio n  o f  economic 
p o l ic ie s *
The show ing o f  a s in g l e  income s ta te m e n t I s  no t v e ry
s ig n i f i c a n t  to  any o f  th e  i n t e r e s t e d  groups* I t  i s  th e
a n a ly s i s  o f  a s e r i e s  o f  an n u a l income sta tem ent®  which can 
s e rv e  a s  s c  in d isp e n sa b le *  though in co m p le te  and f a l l i b l e ,  
g u id e  to  i n t e l l i g e n t l y  conceived  ac tio n *  But s in c e  th e
v a l i d i t y  o f  th e  s e r i e s  h in g es  on th e  c o r r e c tn e s s  o f  th e  form
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and c o n te n t o f  tn #  in d iv id u a l  Income s ta te m e n t ,  th e  d e t a i l e d  
c o n s id e r a t io n  o f  annual incom e s ta te m e n ts  w hich fo llo w s  i s
n e c e s s a r y .3
form  o f  Income S ta te m e n ts
t h e  fo rm  o f  c o rp o ra te  income s ta te m e n ts  v a r ie s  
w idely* th e  Income s ta te m e n t p a t te r n s  a re  n o t a s  e a s i ly  
c a ta lo g u e d  by ty p e s  a s  th e  b a la n c e  s h e e t .  Bvan a f t e r  some 
r a t i o n a l i s i n g  on th e  ty p in g  o f  t h e  s ta te m e n ts ,  th e r e  rem ains 
c o n s id e ra b le  v a r i a t i o n  in  th e  fo rm  o f  th e  s ta te m e n ts  w ith in  
each  g ro u p . However, fo rm , a s  su ch , i s  n o t th e  e s se n c e . 
T here  i s  p ro b ab ly  no one b e s t  form . C e r ta in ly  th e r e  I s  no 
one form  in  u se  today  w hieh  sh o u ld  be used in  p re fe re n c e  
to  a l l  o th e r s .  There i e  a n eed , n e v e r th e le s s ,  f o r  g r e a te r  
u n ifo rm ity  i n  th e  c o n s is te n t  r e p o r t in g  o f  c e r t a i n  revenue 
and c o s t  i te m s . The form  can be co n s id e red  co m p le te ly  
s a t i s f a c t o r y  o n ly  i f  th e  fo llo w in g  c o n d it io n s  a r e  m et:
3 Having em phasised th e  im portance  o f  th e  income 
s ta te m e n t ,  i t  i s  n o t to  be  u n d ers to o d  t h a t  th e  b a la n ce  s h e e t 
and o th e r  f i n a n c i a l  d a ta  have no s ig n i f ic a n c e  to  s to c k h o ld e r s ,  
em ployees, and th e  g e n e ra l  p u b l ic .  A c tu a l ly ,  th e  incom e 
s ta te m e n t canno t be s a t i s f a c t o r i l y  i n t e r p r e t e d  excep t in  
r e l a t i o n  to  th e  b a lan ce  s h e e t  a t  th e  b eg in n in g  and end o f  the 
p e r io d .  As C ole s a id :  "The two b a lan ce  s h e e ts  g iv e  th e
te r m in a ls  o f  th e  jo u rn ey  ( th e  s t a r t  and th e  f i n i s h ) ,  and th e  
Income s h e e t  g iv e s  some o f  th e  d e t a i l s  o f  th e  jou rn ey  i t s e l f .  * 
William M ors. Col., IwAaa.8tal» o f A oeountlng . Houghton 
Mifflin Company, M.w YorK, 1921, j>. 47 .
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1 . The s ta te m e n t e x h ib i t s  a  p ro p e r ly  
d e te rm in ed  p r o f i t  o r  lo s s  f ig u r e  f o r  th e  y e a r—a 
f i g u r e  w hieh  i s  a p p r o p r ia te ly  d e s ig n a te d ,
2 . th e  s ta te m e n t e o n ta in s  a  l i s t i n g  o f  th e  
rev en u e  and ©oat ite m s  w hich a r e  s ig n i f i c a n t  to  
t h e  n ee d s  of t h e  r e p o r t  r e a d e r s ,
3* The lan g u ag e  o f  th e  s ta te m e n t and th e  
a rran g em en t o f  th e  ite m s on th e  peg© en ab le  th e  
r e a d e r  r e a d i ly  to  re e o g a ix e  th e  most s i g n i f i c a n t  
ite m s  and am ounts and th e  r e l a t i  onship between 
c e r t a in  i te m s .
The s e v e r a l  ty p e s  o f  income s ta te m e n ts  now b e in g  
used a r e  e v a lu a te d  in  te rm s o f  th e s e  c r i t e r i a .  The fo llo w ­
in g  forme a r e  in  u se : s m l t ip l e - s t e p ;  s in g l e - s t e p ;  f u n c t io n a l ;
b a la n c e d ; in form al; e x p la n a to ry ; p i c t o r i a l ;  h y b r id s ,^  As 
w i l l  become e v id e n t , some f e a tu r e s  a r e  common to  more th an  
ea e  o f  th e se  ty p e s .
Combination o f  Income and S u rp lu s  S ta te m e n ts
I t  la  now common f o r  incom e and ea rn e d  s u rp lu s  
item s to  be combined in to  one s ta te m e n t c a l le d  "S ta tem en t 
o f  Income and Earned Surplus**. The a n a ly s i s  in  th e  c u r r e n t  
chapter d isreg a rd s th e  su rp lu s  s e c t io n s  o f  th e  20-odd 
com bination statem ents* The d e s i r a b i l i t y  o f a combined 
statem ent la  co n s id e re d  in  th e  n ex t c h a p te r .
4 The accoun t form  o f  s ta te m e n t in  w hich th e  Item©
o f  income and expense a r e  s e t  up l ik e  c r e d i t s  and  d e b i t s  In
an  acco u n t i s  r a r e ly  used  any lo n g e r .  T h is  form l a  to o
te c h n ic a l  f o r  g e n e ra l u se  and has been d is p la c e d  by v e rs io n s
o f  th e  r e p o r t  form  a s  l i s t e d  above.
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M ttU lp U -S ttap  Ingoing S ta te m e n t. t l i i s  form  o f  
incom e s ta te m e n t i s  a r ra n g e d  l a  seo tlon® . The s ta te m e n t 
b e g in s  w ith  a  rev en u e  amount and each su cceed in g  s o c tio n  
t o t a l  i s  added o r s u b tr a c te d  (u s u a lly  s u b t r a c te d ) .  t h i s  
p ro c e s s  le a d s  to  s e v e ra l  s u b to t a l s .  T hese s u b to ta l s  a r e  
u s u a lly  c a p tio n e d  a s  some s o r t  o f  " p r o f i t * .  T y p ic a l 
ca p tio n s  a r e :  g ro s s  p r o f i t ,  t o t a l  n e t  incom e, n e t  income
b efo re  t a r e s ,  n e t  income a f t e r  t a x e s ,  n e t  p r o f i t  b e fo re  
d e p r e c ia t io n , n e t  p r o f i t  a f t e r  d e p r e c ia t io n ,  n e t  o p e ra t in g  
p r o f i t ,  n et incom e.
The m u lt ip le -s te p  statem ent i s  th e  c o n v e n tio n a l 
form. S ev en ty -e ig h t o f  th e  100 r e p o r t s  c o n ta in  m u ltip i© -s te p  
income s t a t e m e n t s . ^ The form  recommended in  1936 by th e  
American I n s t i t u t e  o f  A cco u n tan ts  i s  o f  t h i s  ty p e ,6  I t  
con ta in e  f i v e  su b to ta ls  o r  re m a in d e rs . P aton  recommends
a s  a model incom e s ta te m e n t th e  form shown on page 251*
Be d e sc r ib e s  th e  statem ent a s  one which in co rp o ra te®  " th e  
b e s t  fe a tu r e s  o f  p r e v a ilin g  practice*1. In c lu d in g  the s u r ­
p lu s  s e c t io n  th e  statem ent I s  In  f iv e  d i s t i n c t  s e c t io n s .
B ote th e  l a b e l in g  o f  th e  s e c t io n  t o t a l s :  n e t  sale®  (o r
5 S evera l o f  th e  r e p o r ts  c o n ta in  more th a n  one ty p e  
o f  statem ent so  th a t th e  numbers shown f o r  each ty p e  t o t a l  
more than 100 .
^ Bee -Brs p r a » C h ap te r 1 , p . 2d.
SSI
m oon  stAtJfissia:7- 
Tear Ending December 31, 19«**
I- OBtawfclM; .ftMBWft
(Brass sa l as (or otber gross revenue) . . . .  « * . .# •« . . .  I  
Lmss revenue adjustments (discounts t a l ic e n c e s ,  
ra tu rsa#
Sat aalas (or other adjusted revenue},# • ............ . . . .
aA.ftJLg.lA
g x p ^ e
Operating expenses (c la s s if ie d  as desired , but 
skewing separately or la  a footnote the amounts 
of depreciation, d ep letion , and amortisation 
o f intangib le aaaata) .TAlgJALloperating revenue (or ''Operating income”)•#.««••**••••.• ¥
m #  M i l M M
Sonoperatiag incoae • • . • • ...........«•••••«.•• . ••••
Soeeperating charges..............................  - m ju x m u u l
Cumat oat I n c a s e * * # , I *  .
Adjustments of not lnaoma (unusual, uncurrant 9
and nonrecurring additions and d e d u c t i o n s ) ........
fatal not income#.**.•••#••••••*•«••.*•#•••#.•••#••••.««•»• 177*77717
w .  m
Interest charges (separately on currant accountsf 
unless negligible, and showing accumulation of 
hood discount or amortisation of premium oepc-
ratal? or in a footnote)........ . .......... . r.«.*
Sat lucerne before income tazsa.   .....   I****..*.
Provision far income taxes...* ........
set xhcohsfoastoflK B cyaaa .  .................. . . . . . . ...............   I . * . . * . . .
dividends on preferred stock*.#.  ....
Bat lneoma for eommnn stockholders  *••*•.••«# I•#•#.**#
Dividends on common stock  .............  .*»*_»jmuml
Addition to earned surplus*••**•••.......•.**..#»•*•*«»•<>•. #••«».**
1# kcooaeilcmant of gu£El,us
Earned surplus, beginning of period.................«**«•«
Transfers to  and from appropriated surplus
' (reserves)# . .****#* .*** .* . . . . . .*## . .* .* .# .*##*  $............
Bsduction due to acquisition  of treasury stock*. •#»•««•«*
Stock d lT idends. . . •# .#*# .#*• . .# .# . . . . . .♦*## .♦#*#  ...*.»♦■#.*.*_ .jtAtUiAid.
filmed surplus, c lose  of p e r i o d # . * * . . . , . . . . . . . . . . . . . . . . . .« •  Ijualjlua
7 ;4, a . Mon, e d . , Accountants* Handbook* 3rd «d»B Ronald Frees 
Company, &a*s Xortc, 1943, p. 4©#
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o t h e r  a d ju s t e d  r e v e n u e ) , n e t  o p e r a t in g  revenue ( o r  " o p e r a t ­
in g  incom e") , c u r r e n t  n e t  income, t o t a l  n e t  income, n e t  
income b e fo re  iaeome t a x e s ,  n e t  income f o r  s tockholder®
One o f  th e  b e s t  m u l t i p l e - s t e p  p r e s e n t a t i o n s  among 
t h e  78 r e p o r t s  u s in g  th e  c o n v e n tio n a l  ty p e  i s  th e  s t a t e ­
ment- in  t h e  D ra e k e t t  Company re p o r t*  I t  i s  d u p l ic a te d  on 
page 253* The p a t t e r n  f o l lo w s  th e  American I n s t i t u t e  o f  
A ccoun tan ts’ form ex cep t t h a t  income t a x e s  a r e  shown in  a 
sep a ra te  s e c t io n  r a t h e r  th a n  under o th e r  cha rges  o r  deduc­
t io n s*  T h is  s ta te m e n t  i s  c o n s ie re d  to  be an improvement 
over th e  P a to n  and AIA v e r s io n s:
1 . I t s  ty p o g ra p h ic a l  t r e a tm e n t  i s  e x c e l le n t*
2* I t s  d e s ig n a t io n s  o f  s u b t o t a l s  a r e  more 
l o g i c a l  and com prehensible* " P r o f i t  from o p e r a t io n ” 
I s  p r e f e r r e d  over "Net p r o f i t  b e fo re  o th e r  income 
and ch a rg e s"  and "Net o p e r a t in g  re v e n u e % Unnamed 
s u b t o t a l s  a r e  p r e f e r r e d  over t h e  c a p t io n s  "C urren t 
n e t  in e o a e 1* and " T o ta l  n e t  income*.
3« The s e c t io n  c a p t io n s  o f  " P r o f i t  and lo s s "  
and " D is p o s i t io n  o f  income" i n  th e  Paton  v e r s io n  
a r e  c o n fu s in g  and unnecessary*  The same te rm s can 
be a p p l ie d  aa a p p r o p r i a t e ly  to  th e  p r i o r  s e c t io n s  
o f  th e  s ta tem en t*
8 At a n o th e r  p o in t  Paton  recommends a model income 
s ta te m e n t  hav ing  seven in te rm e d ia te  ba lances*  In  th® same 
p la o e ,  he a rg u e s  c o n v in c in g ly  t h a t  t h e r e  can be no p r o f i t ,  
in  any l e g i t i m a t e  s e n s e ,  u n t i l  a l l  c o s t s  have been tak en  
i n t o  a c c o u n t ,  t h e r e f o r e  th e  te rm  " p r o f i t " ,  however quali-* 
f i e d ,  should  n o t  be a p p l ie d  to  any in te rm e d ia te  b a la n c e s  
w hich may be a truck*  See W* A* P a to n , Advanced A cco u n tin g , 
I f o e a i l l a n  Company, New York, 1941, Pp. H-SjT.
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f l s e e l  Tear ended Sapteaber SO* 1946
Cross S a les, lea* Eeturse* A ileeaaees, Biaeouatet
•ad fre ig h ts* .* • o •*.«***«* • ..............................................* 010.36
CMS o f  Good# Sold*****............................... *•**.•*,*,*,** 18*968*747*76
ores# ............ ...................
iSSSJ
ta reh o asU g  and Tracking Kxpefiaea**** $ «*vltS .« r  
lab o ra to ry  end Sag!nearin* Research
 .... .......................................... 406,396*56
Advertising* Marketing Besearch sad 
^SeU lBg Expanses**********•«*••*••« 91t»y435if8
Gsearel and Adal&istratlvs Arenas*.* 608I786*84 1*983,813*79
Profit f m  Operation****.********* # 1,369,448*84
SB8L$Bfl9EB$
D leeeuat Earned* *....................   84*001,14
Y t¥ i& ,yU pW
O thg Deductions;
X stereet on R etea P ay ab le ,.*    68,660.17
la tere  at* Discount, Freeiuaa and 
Bspasae paid as 9$ Debentures, 
redeemed on June 1* 1946*,*•••*•»*• 837*530*66
Depreciable A ssets Abandoned* * • • • • • • •  10*006*98
Other.  3 .981.M   _ M ^X 8 7 m1&
g e t P ro f it  before fe d e ra l Income
^ S r f i S ^ r ^ S f l t e l a a e e   .............  1*083*558*53
U e*"^eAe r c l Tine* on Iacoas:
Ineoae furtax**•••*•••*«•••••«•**  361*074*63
Sseess Profits 'Tax***** *••***•* ****** 108 *j4Q8 * IS ._ ,n.,— 469. *488*S3r
Bet Profit transferred to  Consolidated
gamed Surplus., **,*,*♦***♦*,************ I  614,076*70
•  1946 ASftaal Report o f the Draekett Ceepasy, p. 87* th# double
Statement t i t l e  i s  unfortunate* "Income atateeent" or "P ro fit and lose
statement* 1# **0**^#
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J v a l u a t l o n  jg£ H i#  j& lM nIe«»3tep Form. For a m i  
r e p o r t  p u rp o s e s ,  t h e  number o f  p o o r ly  d e s c r i p t i v e  su b to ta l®  
l a  c o n fu s in g .  Sosa o f  th e s e  su b to ta l®  cannot be d e f in e d  
m e a n in g fu l ly .  ’This weakness in  th e  forts ©an be e l im in a te d  
by d e s c r ib in g  th e  In d iv id u a l  i tem s in c lu d ed  In  each s e c t io n  
but o m i t t in g  s u b t o t a l  t i t l e s .  In  a d d i t io n  to  t b s  q u e s t io n  
o f  a p p r o p r i a t e  t i t l e s  t h e r e  i s  th© problem o f  d e te rm in in g  
th e  c l a s s i f i c a t i o n  o f  Item s by s e c t i o n s .  There I s  so  much 
v a r i a t i o n  In  th e  c l a s s i f i c a t i o n  o f  i te m s  t h a t  s s o t io n s  o f  
v a r io u s  income s ta te m e n ts  a r e  n o t  com parable . For example, 
"D e p re c ia b le  a s s e t s  abandoned**, a® shown i n  th e  D ra c k e tt  
Company s ta te m e n t  under "O ther d e d u c t io n s"  I s  a c o s t  which 
must be d ed u c ted  i n  a r r i v i n g  a t  th e  " p r o f i t  from o p e r a t io n " .  
The item  I s  n o t  p r o p e r ly  c l a s s i f i e d .  S in ce  " o p e ra t io n s "  
can be th o u g h t  o f  in  a  narrow se n se  or  a broad s e n se ,  w ith  
many sh a d e s  i n  betw een , v a r i a t i o n s  in  c l a s s i f i c a t i o n  a r e  
u n a v o id a b le .  S t i l l ,  th e  p ro p o n en ts  o f  th© m u l t i - s t e p  form 
argue t h a t  th e  g r o s s  m argin  and th e  s u b t o t a l s  a f t e r  c e r t a i n  
ex p en ses  a r e  in f o rm a t iv e .
Probably the most u n f o r tu n a te  f e a t u r e  o f  th e  form 
i s  I t s  suggestion t h a t  certain  expenses have a p r i o r  c la im  
on income. Gome expenses are merely more im p o rtan t quan­
t i t a t iv e ly  than others. Taxes a r e  n e c e s s a ry  c o s t s .  I t  i s  
inaccurate t o  say that p ro fit  was a g iven  amount "b e fo re
2 5 5
t a x e s ” . However, I t  w i l l  fee r e c a l l e d  t h a t  u n t i l  quit® 
r e c e n t l y  ©any s ta te m e n ts  c a r r i e d  a c a p t io n  " p r o f i t  b e fo re  
d e p r e c i a t i o n " .  D e p r e c ia t io n ,  t a x e s ,  and most o th e r  ty p e s  
o f  expenses a r e  n o t o p t io n a l .  F u rth e rm o re , management has 
a s  much c o n t r o l  in  v a ry in g  th e  t a x  e x p e n d itu re  a s  in  th e  
e a s e  o f  some o th e r  expense c a t e g o r i e s .
S in g le - S te p  Income S ta te m e n t . In  t h i s  ty p e  o f  
s ta te m e n t  a l l  revenue  i te m s  a r e  l i s t e d  a t  t h e  to p  o f  th e  
s ta te m e n t  w i th  th e  t o t a l  shown. N ext, a l l  o f  th e  c o s t  i tem s 
a r e  l i s t e d  and t o t a l e d .  The n e t  income i s  o b ta in e d  by 
s u b t r a c t i n g  th e  second  t o t a l  from  th e  f i r s t .  The ty p e  I s  
I l l u s t r a t e d  by th e  s ta te m e n t  on page 256 from th e  S w ift  
and Company r e p o r t .  F o u rte en  o th e r  companies used th® 
s i n g l e - s t e p  ty p e .  When t h i s  ty p e  i s  used i t  u s u a l ly  d i s ­
p la c e s  t h e  m u l t l p l e - s t e p  s ta te m e n t .
E v a lu a t io n  o f  t h e  S in g le - S te p  S ta te m e n t . The 
d i f f e r e n c e  in  s i n g l e -  and m u l t l p l e - s t e p  s ta te m e n ts  i s  in  
arrangem en t o n ly .  The revenue and c o s t  i tem s  In c lu d ed  a r e  
e x a c t ly  th e  same. The s i n g l e - s t e p  form i s  a s im p le r  
p r e s e n t a t i o n .  I t  c o n ta in s  no co n fu s in g  o r  m ean ing less  
s u b t o t a l s  o r  t i t l e s .  I t  em phasizes th e  homogeneity o f  th e  
rev en u e  I tem s  and th e  c o s t  i te m s .
The s ta te m e n t  d o es  n o t show an amount a s  th e  " g ro ss  
margin", " f i n a n c i a l  o r  n o n -o p e ra t in g  income" or o th e r  p o s s ib le
®S
mmmmis as m m eusw m  ihcowW
f w  tb» fferiod from Qetofcar 87, 194$ to  Dot© bur 86, 194$




    $16,106
O th a r ...  ................  7,306
Islt^sl tvom aaourltles,
«te,  ...........   . . . . . . . . .  601,767
331*663
t o t a l . . . . ................................   #1,310,973,6^
UESS:
CMt of sola* and aarrtoa, inaludlag  
proTlsion for iavantory raplacasasrata 
(ooo aetes) and aftor Aaduoting
aubaidioa . . . . . . . .......................... . . . .  1,106,704,003
S a ilia *  aad a&Aialatratiwa axpaaaae. 67,696,373
D a p ra a ia t ia B . . . . .* . . . .  . .• • •# •  •#..»•• 7,069,740
f u M  (otfcar taaa lneoma t& x a a ) . . . . .  7,191,063
Cootrlbull008 to iNn5»io» T rust* ...# . 0,060,676
Xatarast anar&aa... * » • • • • « . « . . , , . « . «  603,069
L o rn  on a a le , dismantling and 
ratlramaat o f fixed property,
e t c . —n e t .« « • • « , . , . • • . » • ,« • * * • « • . •  931,513
fadoral laaoae t m  (see  notesj 5 #4®1,0£9
Otber iaeosa t a x e s . Iir. B
     .
mx zHoom wontm e.. . .* . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  # 10,394,739
10 j t r m  1966 Annual Heport of Swift h  Company, p. 16. The ft* mad 
Surplus seation of the statement la  not Included boro.
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group  t o t a l s *  However, th e  r e a d e r  m y  make such c a l c u l a t i o n s  
a s  w i l l  f i t  M s  purposes*
I t  h as  been su g g e s te d  t h a t  th e  one l i s t  o f  c o s t\
i te m s  may r e s u l t  i s  c o n c e a l in g  o r  d a -em phasis ing  c e r t a i n  
i te m s  o r  r e l a t i o n s h i p s *  There i s  such a danger in  th e  
e a s e  o f  n o n - r e c u r r in g  revenue  o r  co s ts*  Such i te m s  in  e i t h e r  
ty p e  o f  s ta te m e n t  shou ld  be p ro p e r ly  I d e n t i f i e d  In  th e  body 
o f  t h e  s ta te m e n t  o r  in  a  note* I n  t h i s  c o n n e c t io n ,  however, 
i t  sh o u ld  be p o in te d  o u t  t h a t  t h e  m u l t l p l e - s t e p  form can be 
used  as a means o f  o v e r -  o r  under-em phasis*  For example, 
i t  can be s a id  t h a t  t o  s e t  t a x e s  a p a r t  from o th e r  expenses 
which a r e  l a r g e  in  com parison r e p r e s e n t s  an overem phasis  
o f  taxes*  L ik ew ise ,  S unsh ine  B i s c u i t s ,  I n c . ,  l i s t s  fo u r  
i te m s  under "O ther ineoms" t o t a l i n g  f 153*000 and l i s t s  on ly  
f i v e  c o s t  i te m s  (n o t  c o u n t in g  ta x e s  which were shown s e p a r a t e ­
ly )  in  t h e  e n t i r e  s ta te m e n t  b u t th e s e  f i v e  i te m s  t o t a l e d  
# 6 5 ,0 0 0 ,0 0 0 .11
The p o s s i b i l i t y  o f  concealm ent o r  I n c o r r e c t  
em phasis  I s  n o t  p e c u l i a r  t o  th e  s i n g l e - s t e p  Income s ta te m e n t 
o r  any o th e r  form* For annual r e p o r t  pu rposes t h i s  form i s  
b e t t e r  th an  t h e  m u l t l p l e - s t e p  form*
H  1946 Annual P ep ort*
" F u n c t io n a l  O p e r a t ln%* Income S ta te m e n t* 'The 
American Economic Foundation  i s  championing what i t  chooses 
t o  c a l l  "The F u n c t io n a l  O p e ra tin g  B e p o r t" .  I t  has been in  
u se  f o r  ab o u t  10 y e a r s  and has  o f te n  been r e f e r r e d  to  a s  
t h e  "S h o r t  Form"* The form  a s  recommended by th e  Foundation  
i s  shown on page 259« The form  as  proposed i s  n o t fo llo w ed  
e x a c t l y  in  any o f  th e  100 r e p o r ts *  The n e a r e s t  approach i s  
a s ta te m e n t  used  by A* F. S ta l e y  if ianufacturlng  Company* 
S ta le y * s  v e r s io n  ap p e a rs  on page 260. I t  fo l lo w s  th e  
p a t t e r n ,  b u t w i th  e x c e p t io n s :
1* "Value" i s  used in s t e a d  o f  eo s t*  T h is  
r e p r e s e n t s  an u n f o r tu n a te  s u b s t i t u t i o n  s in c e  
f i n a n c i a l  s ta te m e n t r e p r e s e n t a t i o n s  a r e  n o t in  te rm s 
o f  "v a lu e "  a s  th e  word i s  commonly used in  an econo­
mic sense*
2 . Th© "Cost o f  U sing  th e  Tools ( P r o f i t ) "  i s  
shown a s  two i te m s —d iv id e n d s  and p r o f i t  r e t a in e d  
i n  th e  b u s in e s s .  The s e p a r a t io n  o f  th e s e  two item s 
i n  th e  s ta te m e n t  i s  i n  v i o l a t i o n  o f  th e  i n t e n t  and 
p u rpose  o f  th e  form . 12
12 There i s  an obv ious a t te m p t to  concea l o r  
de-em phasize  th e  amount of th e  " c o s t  o f  u s in g  th e  t o o l s  
( p r o f i t ) . "  Bad th e  p r o f i t  been shown a s  one f i g u r e ,  th© 
p r o f i t  p e r  employee would have been shown a t  ;t2,9&6 as  com­
p a red  w i th  |3 ,2 1 $  f o r  employee wages and s a l a r i e s .  Too, i t  
i s  n o t p ro p e r  t o  say t h a t  15 ,920 ,255  (a f i g u r e  which i s  
c a r e f u l l y  l a b e le d  a lm ost e v e ry th in g  b u t what I t  a c t u a l l y  
i s —p r o f i t )  has  been r e t a i n e d  in  th e  b u s in e s s  " to  p r o t e c t  
jo b s  and sa v in g s"  when th e  fo rm al "S ta tem en t o f  P r o f i t  and 
Loss and Earned S u rp lu s"  shows t h a t  a 100% s to c k  d iv id e n d  
(m o u n tin g  to  14 ,232 ,530) was p a id  d u r in g  th e  y ea r  to  com­
mon s to c k h o ld e r s .  Th© f i n a n c i a l  s ta te m e n ts  show t h a t  p r o f i t  
f o r  th e  y ea r  was a lm ost 30 per  c e n t  o f  th e  c a p i t a l  i n v e s t ­
m ent.
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n  s m s o t b  mm om wmmmm*   #180,000,000 (100$) $7,565
Ts&m b sc k h ts  wkrs m&Mim mm
Cost of Coots sad services Sought
t*m  O th e rs* ,, . ,    I  87*600,000 { 48$) |3,60G
Coot of Hunan Energy
(Idges, S a l a r i e s ) . , , , , , , ,  . . .  48,000,000 ( 40$) 8,000
Cost ©f th© Tools Wearing Out
(Depreciation, Depletion) , ........  3,600,000 { 3$) 325
Cost of P a ren ts  Ordered by
Government (T a x e s ) . .* , , . . . . . . . .........* 4,800,000 ( 4$) 800
Cost of Using tha Tools (P ro f i t ) .   6,000,000 ( 8$) 378
YDTAh SXPKIDBD.*.................. , ................... . 180,000,000 (100$) $?#800
*X* Corporation sis© seeelved $1,118,000 for ©ctivities not related to
th© manufacture or sale of I t s  produets.
>. The breakdown o f  th e  p r o f i t  I tem  r e s u l t e d  
I n  th e  u se  o f  one s u b t o t a l .  In  a se n se ,  th e  state** 
ment I s  In  s i n g l e - s t e p  form .
The f u n c t io n a l  form  I s  used In  n in e  o th e r  r e p o r t s .  
But i n  each o f  th e s e  th e  " c o s t s  a r e  n o t  ba lanced  a g a in s t  
re v e n u e .  I n s t e a d ,  a l l  c o s t s  excep t p r o f i t  a r e  deducted  
from  re v e n u e ,  le a v in g  a s  a b a lan ce  th e  p r o f i t  f o r  th e  y e a r .  
T h is  change in  th e  form  c o n v e r ts  i t  i n t o  a s i n g l e - s t e p  form.
Such t r e a tm e n t  v i o l a t e s  every  c r i t e r i a  o f  good r e ­
p o r t i n g .  S im p l i f ie d  o r  new -type s ta te m e n ts  can be usfed to  
eb e eu re  th e  p e r t i n e n t  f a c t s  and r e l a t i o n s h i p s .
13 R o bert R. Doan© and Joseph  E. Canning, "The 
F u n c t io n a l  O p era t in g  R e p o r t ,"  American Economic Foundation , 
New Y ork, 1947, p. 6 .
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oral WCBK Jm  SAVINGS 111 1946J&
Average per 
Amount  f e lo y e e ^ .
Value o f  Products and S erv ices  
Sold (Gross s a le s  and other
r e c e i p t s )*•%, •*••**. • • • •«••**, , **««**** % 48,328
d is tr ib u tio n  o f  Values:
S e l le r s  of corn, beans, sup­
p l ie s  and other se rv ice s—
porehasas,*.....................**...........*♦,**,*.* I  86,338,988 $ 33,67$
Goversatent fo r  t a x e s .  .............. * . , • « , «  5,800,250 2,028
Reserved to  restore and rebuild plant
and o f f ic e s —dep reciation*• ••*»«•<.**» 851,083 324
Sapleyees fo r  t in e ,  energy, and
know-how—sages, sa la r ie s , ben efits
and r e t i r e e e n t ' , 8, 848, 615 5,815
Owners fo r  use o f  th e ir  savings— 
dividends. • •*• . *«•*• • • • •****»•*•«*• • •  *
T ota l o f  d istr ib u tio n s*  * 1 0 . 0 2 , 3 5 3 , 1 7 6  $ 39,919
Retained and used by th e  company 
to  p rotest jobs and savings:
To construct new b u ild in gs and 
purchase new equipment; to  
r e t ir e  long tern  d eb t, and
to  Increase working c a p i t a l ,    5.920,255 2,309
1* Pros 1946 Annual Report o f  A, %9 S ta ley  Manufacturing Company,
p. U .
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From th e  100 rep o rts  In th e  stu d y , th e one in  th e  U nited  
S ta te s  S te e l  Corporation report i s  an e x c e lle n t  ad ap ta tion . 
(S ee  page 2 6 2 .)  However, i t  should he noted t h a t  th e  war 
c o s t s  and in t e r e s t  i “tarns do no t fo llo w  th e  f u n c t io n a l  
grouping* There i s  some v a r i a t i o n  from th e  f iv e-w ay  b reak ­
down o f  th e  "costs"  in  most o f  r e p o r t s .  The C a t e r p i l l a r  
T ractor Company statem ent which has been d is c u s s e d  by many 
w r ite r s  co n ta in s  a sep ara te  i n t e r e s t  item  and b eg inn ing  
and ending in ven tory  b a la n ces . C a t e r p i l l a r ' s  s ta te m en t i s  
shown on page 263*
E valuation  o f  the "F u n c t io n a l  O pera ting"  Income 
Statem ent*. The purpose and In ten d ed  use o f  t h i s  r e p o r t  have 
been m is in te rp re te d . C onsequently, some a t t e n t i o n  should  
he devoted to  th e  c la im s which have been made f o r  i t  by i t s  
proponents* The American Economic Foundation  s a id :
" A f te r  f i v e  y e a r s  o f  r e s e a r c h  in to  th© seman­
t i c s  of c o r p o ra t io n  o p e r a t in g  r e p o r t s ,  t h e  American 
Economic F oundation  i s  more th a n  ever  convinced t h a t  
t h i s  new form o f  income r e p o r t  i s  t h e  f i r s t  s te p  
tow ard  economic l i t e r a c y  f o r  th e  layman,
"It i s  ' s o c i a l  a c c o u n t in g ' ,  r a t h e r  th a n  'c o n ­
t r o l  accoun ting* . I t  p u ts  th e  a c c u ra te  s to r y  of 
who - g e t s  -how -m uoh-for-doing-w hat in  s im ple , fu n c ­
t i o n a l  words, Th© meaning of th e s e  words cannot 
be confused  by a c c id e n t  o r  d i s t o r t e d  by i n t e n t ,
"T h is  'F u n c t io n a l  O p era tin g  Report* i s  a 
su p p lem en t. I t  i s  a laym an 's  e d i t i o n  o f  th© p ro -  
f© ss io n aIT s p r o f i t  and 103S s ta te m e n t .  I t s  con­
s t r u c t i o n  end use does n o t  r e q u i r e  any change in
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GOHSQLIEUL'iS) STATEMENT OF INC(J£E1S 
1946
PRODUCTS A m  SkHVICSS SOLD *rt,   ........................... $1,496,064,326
COSTS
Smplovmant Costs 
Sages and S a la r ie s  t . . .$ 6 ? 8 #3S3,429 
S ocia l s e c u r ity  tax e s , 15,986,855 
Payments fop pens!ons
(iftt s O s  on 1 8 ) ..  9,120,897 1704,481,181
Products end Services Bought , ,  589,606,301
Sear and Exhaustion of F a c i l i t i e s  
D epletion and 4«*
p ree l a t  ion , ,  .  71,400,608
to s s  ( p ro f i t)  on sa le s  
of p la n t and
equipment• •  . 8,861,434 68,739,174
*ar Cast Included Herein Provided 
For in  P r io r  T ears, le s s  a sso ­
c ia te d  Federal income ta x  ad­
justm ents
S tr ik e  c o s ta ,   37,686,351
O tter mar c o s t s , , ,« 1,586,353 39,812,714
I n te r e s t  and O tte r Costs on
Long-Term Debt............ . .............. 4,777,135
Taxes
S ta te , lo c a l  and mis­
cellaneous ta x e s , , ,  37,070,774
Estim ated Federal taxes
on income.....................  32,000,000 69.070,774
TOTAL  ..................     1 ■407,441,851,
XHCOUS . . . . . . ..............    « . . .  88,422,475
DI7XJPSHDS— On cumulative p referred  stock  (47 per
s h a r e ) , , , ................................... . . .................... . . . . .  35,819,677
On common stock (84 per sh a re ). , . . . , . , . . . . . ,  34,813,Oftft
IKCGKg X SLM E bm ) IH BUSINESS 
Addition in  P .rio d     » 88,589.790
13 f r o m  the United S ta tes  S te e l Corporati n report fo r  1946,
p, 89. The w riter  has recast the statement in  minor way®, Th® data 
for 1945 are omitted and the 1946 amount® are arranged in three  columns. 
The la t t e r  change emphasizes the functional organization. The Taxes"
caption wa:-> a lec  in serted .
Bssmars or oratvrt-w mi> tmm&q ot- m on t 
m m jo tm  i n  m  juaxKBg&u 
Calendar t m t  194$
COSSS:
Inventories brought forward from
previous  ......... . .........................|  38,086,894
Add: Costs incuxred during year:
M aterials, su p p lies, 
serv ices junohaeed, 
e tc . $7®,309,077
le g e s , s a l l i e s ,  cos* 
pany contributi as  
for  group insurance| 
rv tin M fit  pitftt un* 
employment iaaurenoe 
and old age benefits 38,IBS,369 
Portion of cost of 
build ings, machinery 
and equipment a lio*  
eeted to  operations 
(depreciat ion) .« . . .  1,388,035
Interest ( n e t ) . . . . . . .  (34,130)
federal ineoae tax aft*  
er  deducting £608,681 
eoaputed under "carry* 
back" provisions of
Internal Revenue Code 2,466.675 134.89C.S26
Deduct: Inventories carried
forward to  next y e a r . . . . . • • • . . « • « .»  44.054.199
fui- 1X88,437,494
|1 6 £ ,380,108
P rofit fo r  y e a r . . . . . . . . . . . .
Adds P r o fit  eaployed in the business at
Coats a llocated  to  year 188,3^,905 
§ 6,111,391
beginning o f year
Deduct: Dividends of $5 per share paid
in  cash during year*.
P rofit employed in the business at end of y e a r . . . . .............
H  Fro® 1946 Annual Report o f Caterpillar tractor Company,
p. 88.
t h e  m ethods o r  vo cab u la ry  of p r o f e s s io n a l  a c o o u a t-  
i a g .  If© new f a c t s  need be r e c o r d e d * ! '
T ha t tike sta tem en t i s  In ten d e d  a& a supplem ent t o  
th e  r e g u l a r  income s ta te m e n t  i s  emphasised* I t  i s  so used 
l a  e ig h t  o f  th e  t e n  r e p o r t s *  The e x c ep tio n s  e r e  C a te r­
p i l l a r  Tractor Company and U nited  S ta t e s  S te e l  C orporation*  
The U nited S t a t e s  S t e e l  r e p o r t  ( s e e  page 262*J contain® a  
d e ta ile d  l i s t i n g  o f  expenses which p ro v id e s  a s  much expense 
ite m iz a t io n  as  i s  c o n ta in e d  i n  most an n u a l income re p o r ts *
On th e  o th e r  hand , th e  C a t e r p i l l a r  r e p o r t  c o n ta in s  no 
breakdowns o f  th e  f u n c t io n a l  item s*
The strea m lin in g  and f u n c t io n a l ! s in g  o f  th e  income 
statem ent makes i t  more u n d e rs ta n d a b le  to  one segment o f  
readers* For a n o th e r  segment o f  r e a d e r s ,  t h e  f u n c t io n a l  
rep o rt la c k s  adequate d is c lo s u r e *  As a complementary s t a t e ­
ment to  a d e t a i l e d  m u l t l p l e - s t e p  o r  s i n g l e - s t e p  s ta te m e n t ,  
th e  fu n c t io n a l income s ta te m e n t  i s  recommended* But even 
when used as a complementary s ta te m e n t ,  i t  i s  n o t th e  
panacea which some proclaim  i t  to  be* The s ta te m e n t  does 
n o t, a s  one o f  i t s  p roponen ts  has su g g es ted ,!®  p ro v id e  
*>tbe workers and th e  p u b l i c  a chance to  measure t h e i r
17 Doane and Canning, op* e l t *, p* 11*
IS  See Fred O* C la rk ,  “hxp lod iug  th e  P r o f i t  Myth," 
t r u s t s  aM  e s t a t e s * Vol* #5 , #o* 1# duly  1947, p* 10 .
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s e l f - i n t o r e s t  in  s t r ik e s ,  uniiOii f e a th e rb e d d in g ,  i  n o r  ©a S ©d 
p r o d u c t io n ,  and c o s t - c u t t i n g ” wjitch i s  n o t p rov ided  fey 
o th e r  ty p e s  o f  income s ta te m e n ts .  S ta tem en ts  to  th e  e f f e c t  
t h a t  "many w orkers  have gone on s t r i k e  to  en fo rce  wage 
demands t h a t  were a r i t h m e t i c  i m p o s s i b i l i t i e s " ^  a r e  no t a 
sound b a s i s  f o r  recommending th e  use o f  th e  f u n c t io n a l  
sta tem ent i n  p r e f e r e n c e  to  th e  s i n g l e - s t e p  s ta te m e n t .  ¥he 
a r ith m e tic  o f  th e  form er i s  n o t l e s s  d i f f i c u l t  th an  th e  
l a t t e r .
The r e p o r t i n g  o f  a l l  " c o s t s "  a s  p e rc e n ta g e s  of  th e  
t o t a l  amount o f  money r e c e iv e d  from custom ers and th e  "pe r  
w o rk e r” a v e ra g es  a r e  n o t  p a r t i c u l a r l y  s i g n i f i c a n t .  The 
" c o s t  o f  goods and s e r v i c e s  bought from o t h e r s ” v a r ie s  
g r e a t l y  even f o r  companies in  t h e  same in d u s t r y .  The p e r ­
cen tage o f  such  c o s t  m ight be in c re a s e d  or dec reased  50 
p e r c e n t  w i th o u t  n e c e s s a r i l y  changing th e  wages o f  employees, 
s a l a r i e s  o f  to p  management or  p r o f i t  t o  i n v e s t o r s .  Or, I t  
might be advan tageous t o  th e  w orkers f o r  th e  "pe r  w orker” 
av e ra g e  o f  " c o s t  o f  t o o l s  w earing  o u t ” t o  b@ doubled or cu t 
i n  h a l f .  I t  m ight even be advantageous f o r  most w orkers f o r  
t h e  "p e r  w orker” av e rag e  o f  " c o s t  o f  human energy” to  
d e c r e a s e .  A lso ,  w hatever s ig n i f i c a n c e  th e s e  r e l a t i o n s h i p s  
may have i s  le s se n e d  by th e  om ission  of th© amount re c e iv e d  
" f o r  a c t i v i t i e s  no t r e l a t e d  to  th© m anufacture  or sal® of
19 Doane and C a n n in g ,  o p . - c i t . ,  p.  1.
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i t s  p rod u sts1** Who g o t t h is  amount' Thar a i s  no l o g i c a l
«
b a s is  fo r  o m ittin g  t h i s  its®  fro®  t b s  r e c e i p t s  s e c t io n  o f  
th e  s ta te m e n t*3$
The statem ent merely in d ic a te s  who-g o t -how-much Of 
th e  s a le s  d eH art whereas th e  b a s ic  q u e s t io n s  are: how mush
wee earned on th e i n v e s t m e n t ,  did la b o r  g et a f a i r  s h a re  o f  
th a t  product which i t  helped to  produce, etc*  The worker 
i s  encouraged to  con tin u e to  c o n t r a s t  h is  wage w ith  th e  
t o t a l  company p r o f i t .
H ost o f  th e companies u s in g  the f u n c t io n a l  ty p e  a r e  
showing p r o f i t  a s  a r e s id u e  a f t e r  a l l  c o s t s  ( in  th e  accoun t*  
in g , hut not th e  economic sense} have been met* The showing 
o f  p r o f i t  a s a re s id u e  does not sq u a re  com ple te ly  w i th  th e  
fa c ts *  On th e  other hand, to  show a l l  p r o f i t  as  a c o s t  
i s  eq u a lly  q u e s t io n a b le *  The t r u t h  i s  th a t one s ta te m e n t  
cannot s e t  fo r th  b r ie f ly ,  sim p ly , and c o r r e c t ly  th e  complex 
r e la t io n s h ip s  o f  th e  se v e r a l f a c t o r s  o f  p roduction*  Such 
a goa l i s  achieved as ad e q u a te ly  th ro u g h  a s i n g l e - s t e p  
fu n c tio n a l income statem ent as  th ro u g h  th e  "F u n c tio n a l 
O perating Eepori",
20 fo r  other cr itic ism ®  o f the sta tem en t, see  
e d i t o r ia l ,  Journal o f  A ccountancy* V ol. 84 . ho. 4 . O ctober 
1947, pp. 267-258.
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B alanced Income S ta te m e n t . The f u n c t io n a l  ty p e  o f  
income s ta te m e n t  a s  recommended by t h e  American Economic 
F o u n d a tio n  might 'b e  c a l l e d  a b a la n ced  Income s ta te m e n t  s in c e  
e l l  income i te m s  a s  a group are  shown a s  an o f f s e t  t o  a l l  
expenses  and p r o f i t  in  a n o th e r  grou p . T h is  b a la n c in g  f e a ­
tu r e  ©an be a p p lied  w ith o u t  u s in g  a f u n c t i o n a l  breakdown 
©f th e  ex p e n ses .  The s ta te m e n t  i n  th e  Plomb Tool Company 
r e p o r t  i s  an example. The a . £ •  S t a l e y  M anufacturing  Com­
pany rep o r t— th e only  o th e r  r e p o r t  c o n t a in in g  a ba lan ced  
sta tem en t—© o u ts in s  suob a s ta te m e n t which fo l lo w s  th e  
fu n c tio n a l p a tter n .
There appears t o  be no J u s t i f i c a t i o n  o r  excuse fo r  
a balanced income s ta te m e n t  u n le s s  i t  l a  p rep a red  on a 
fu n c tio n a l b e a ts , end ac co rd in g  to  p re s e n t  p r a c t i c e  th e r e  
l a  l i t t l e  b a s is  f o r  a t te m p t in g  t o  d i f f e r e n t i a t e  between th e  
fu n c tio n a l income s ta te m e n t  and what has been c a l le d  th e  
balanced income s ta te m e n t .21
21 So f a r  as  th e  w r i t e r  has been a b le  t o  d e te r m in e ,  
Robert E. Gregory f i r s t  used th e  term "balanced Income 
s ta te m e n t.” He co nc ludes  t h a t  "Already t h e r e  i s  some I n d i ­
ca tio n  t h a t  a n o th e r  form  o f  incom e s ta te m e n t  ( t h e  b a la n c e d ) ,  
which a t  p r e s e n t  i s  only  an a u x i l i a r y  s ta t e m e n t ,  m ight r e ­
p l a c e  th e  s i n g l e - s t e p  s t y l e . "  (S ee  R obert H. G regory ,
"Bec e n t  Changes in  C o rp o ra te  Annual R ep o rts  to  S to c k h o ld e rs ,"  
J o u rn a l  of A ccountancy. Vol. 84, too. 5, toovember 1947, P* 
p r e s e n t  s tudy  does n o t  b ea r  o u t  h i s  c o n c lu s io n *  
T here  i s ,  however, some i n d i c a t i o n  t h a t  th e  s i n g l e - s t e p  
fo rm  may u l t i m a t e ly  d i s p l a c e  th e  m u l t i p l e - s t e p  form.
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In form al. Sxplaaatory Inooaa S ta te m e n ta The only 
d i s t i n g u i s h i n g  fea tu re  o f  t h i s  ty p e  o f  r e p o r t  i s  t h e  use 
o f  n o n -tech n io a l d e s c r i p t i v e  language in s te a d  of th e  cu s ­
tomary accoun ting  ca p tio n s . Most of th e  e x p la n a to ry  s t a t e ­
ments are o f  th e  s i n g l e - s t e p  ty p e .  As a supplement a i*y 
sta tem en t, t h i s  fo ra  has m e r i t .  Ten o f  t h e  100 report®  
co n ta in  suoh sta tem en ts . Of th e s e ,  t h e  one i n  th e  N a tio n a l  
Dairy Products Corporation rep o r t, a s  d u p l ic a te d  on page 
269* ip  very good.
P ic t o r ia l  Income Statem ent. P i c t o r i a l  income s t a t e ­
m ents, l i k e  explanatory sta tem en ts , probably should not be 
re ferred  to  as a sep ara te  ty p e . The p ic t o r ia l  f e a t u r e  may 
have some v a lu e  in  a t tr a c t in g  a t e i i l o n ,  The f a c t  t h a t  
some item s on th e  statem ent cannot be p o r tra y e d  c o r r e c t l y  
through p ic tu r e s  i s  a major l i m i t i n g  f a c t o r .  Three o f  the  
ICO re p o r ts  con ta in  income statement® accompanied by from 
s ix  to  t e n  sk e tch es . Some o f  th e  fa u lty  p io tu r ia a tio n e  
are th e fo llo w in g : net p r o f i t  a® cash , p r o f it  not pa id  In
d iv id en d s as money in a v a u lt , cash and charge s a l e s  a s  a 
hag o f money. The p ic to r ia l  report i s  not recommended.
Hybrid Income S ta te m e n ts . T w en ty -s ix  o f  th e  78 r e ­
f e r r e d  to  on page 2$0a®  c o n v e n tio n a l  type s ta te m e n ts  a re  
i n  very  b r i e f  form . Some o f  th e s e  a r e  so  b r i e f  bbat they  
im rd ly  d e se rv e  t o  be c a l l e d  income s ta te m e n ts .  Three o f
OUR EJCORli
The sa le  of our products amounted to * . •* *d?4&,409,000 
Our income from o ther sources mas*** .* * * .,. 8*023*000 
t h i s  .̂ av® us a t o t a l  Income ©f•* ..« * •••# • $744,432,000
OUK 0DSI& AHD XXISSKiSSs 
M ill and other products purchased from 
farmers and yew m aterials to ugh t
fin a  ether suppliers cost us* ****»$443,72G,0G0
fa  process our products and serve 
our customers, we employed 41,799 
man and women whose wages and
aalarlaa amounted t o * . ,«•*•*•••••**••»« 1£2,408,000 
Operating serv ices and su p p lies, and 
other m iscellaneous ooata of doing
business to ta l le d * ,.*   ..................   06,996,000
To package our produets in b o ttle s , 
earns, ea ses , earto&a, jars and other
containers required** • * . , . * , • ................  39,649,000
Our d ir e s t  taxes to  help  support fed era l, 
s ta te , and municipal governments
mere.................    96,793,000
Repairs and maintenance to  keep our
p leats functioning e f f ic ie n t ly  cost*,** 16,737,000 
Despite repairs and maintenance, 
plants and equipment gradually 
veer out from constant use, become 
obsolete and eventually have to  be 
replaced* lach year we provide a 
reserve for depreciation for th is  
purpose* the amount provided th is  
year ass**.***********.**..*.********** 3,822,000
se  reserved for possible future in ­
ventory prise declines***................****** 3,000,000
Ss paid to  our bondholders as in terest  
cm money we had borrowed*************** l*3fj3*QQ0
This brought our to ta l  c o s ts  and expenses to
0UB FRDni:
t h is  l e f t  a profit of 3*4 cents on such 71 of sa les ,  
or a to ta l of***************,*****,**.* 
which was divided as follow s:
Paid to  common stockholders as
dividends* * *................*................................  10,334,000
Retains! ih the business for work- 
in * c a p it a l ,  plant expansion and 
debt r ed u c tio n * .. . . • * . . . . * * * „ , * . . . * . £  13,110,000
L,
22 yrom 1946 Annual Report of N ational l^ i r y  Product© Corporation 
She note below th e  statem ent pertaining to the formal sti'tem ent on »notu« 
p«,;e i s  ccmmeadatole*
2 7 0
t h e s e  a r e  shown on page 271• These ab b re v ia te d  r e p o r t s  
a r e  g r o s s ly  in c o m p le te .
Seven o th e r  r e p o r t s  d e v i a te  in  some m a te r ia l  way 
from t h e  m u l t i p i e - s t e p ,  s i n g l e - s t e p ,  fu n c t io n a l ,  and 
exp lan atory  ty p e s .  Some o f  them fo l lo w  th e  s i n g l e - s t e p  
p a ttern  exoep t t h a t  t a x e s  and some m isc e l la n e o u s  item s  a r e  
shown a s  a d e d u c t io n  i n  a d d i t i o n a l  s e c t i o n s .  Among th e  
h y b r id  p r e s e n t a t i o n s ,  th e  s ta te m e n t  i n  The Aluminum Company 
o f  America r e p o r t  i s  th e  most un ique  and th e  l e a s t  s a t i s ­
fa c to r y . The s ta te m e n t  i s  d u p l ic a t e d  on 272. Two th in g s  
are  apparent. The Company was I n t e r e s t e d  in  g iv in g  a  
minimum o f  in fo rm a t io n  and in  u s in g  a " d i f f e r e n t ” p r e s e n ta ­
t io n .
Summary on S ta tem en t form . As th e  fo rm a l and 
com plete  income s t a t e m e n t ,  th e  ch o ice  i s  between th e  
m u l t i p l e - s t e p  and t h e  s i n g l e - s t e p  form s. These a re  th e  
ty p e s  o f  s ta te m e n ts  which a r e  c e r t i f i e d  to  by c e r t i f i e d  
p u b l ic  a c c o u n ta n ts .  As a n o n - te c h n ic a l  and supplem entary  
income s ta te m e n t ,  t h e  ch o ice  i s  between th e  f u n c t io n a l  and 
e x p la n a to ry  ty p e s .  Each o f  th e  r e p o r t s  has advan tages  and 
d i s a d v a n ta g e s .  E i th e r  o f  t h e  forms can be fo llow ed  and s t i l l  
th e  p r e s e n t a t i o n  may be u n s a t i s f a c t o r y  because of poor 
ty p o g r a p h ic a l  l a y o u t ,  co n fu s in g  c a p t io n s  and acco u n t t i t l e s ,  
im proper  emphases, and incom ple te  d a t a .  Though form i s  o f  
some im p o rtan ce , co m ple teness  o f  d a ta  in  th e  s ta te m e n t i s
mx
STATMM OF CQNSOLID;.TjSD PROFIT ASD LOSS®3 
fo r  the Year Ended January 31, 1947
» • *   . . . . . . . . . . ............ . m m . .................   M M . . .  $ 3 6 ,1 6 4 ,3 9 5
Cost of Seles and Store end Operating Expenses, 
including depreciation of #682,958$ and rent 
payments under long teim end other leases  of
approximately #1,045,000.................................  81.978.574
Net p ro fit  before federal taxes on i n c o m e , § ' 4 , i 9 i , 8 2 i
Prorisioa for federal Taxes on Income.  ........................   1.576.000
Set p ro fit for  the y e a r . # S .eiS .O ir
  - • <• 4 - -
PROFIT AND LOSS ACCOUNT 
fo r  the Year Ended December 31, 1946
P ro fit from Operations.• • • • • • . ..........................   # 4,837,273
(After deducting depredation #281,679, remuneration 
to  e x e c t i r e  o ff ic e r s  #134,740, Directors* fee s  
#7,040, Legal fe e s  #34,945).
Income from Investm ents. ............................   183.857
Dcduett 4,961,130
Provision for Income and Excess P ro fits  T a x e s , . . . . . . . .  8.851.691
Net p ro fit for the year transferred to
Surplus Account. ................................................. #n2.709,459
SUMMARY OF OPERATING RESULTS
Net (loss) or income before depreciation
end income ta x e s . ................#(260,035.80)
Depreciation on plants and e q u i p m e n t 168, 995, 96
|  162.993.96 
#"(4S3,0S9#76)
Taxes on income—a et im*ted
(1946, Canadian)..   ......... .. ■ l7,9„t§?.?ASi.
( XDSS)—xHOFIT FROM OPERATIONS...  ................. J l493,583.87)
Refundable federal taxes on income of
prior years—e s t i m a t e d .7651000#00 
K2T ADDITION TO SURPLUS.  ......... ..............f  871,416.73
23 These t r e e  income statement® are from the GoldP la tt B ros.,
Inc National Breweries, L td ., and th e  Heywood-Wakefield Company re p o rts , 
r e sp e c tiv e ly . The 1945 fig u res  fo r  G oldblett Bros, and HeywOod^Viai-cefield 
a r e  omitted here because o f space lim ita tlo n e .
co&Qu$m& ixc®m wooumM
wm tm  u m  mmv® sa# 194$
^3PWS~B»Sti*l&ft o f Yaar* . . . .  .1184 *40? f5?X. ?? 
aoju ^ i a t s  t o  mtm ykahs.* w .a a c u e g
iUUJSSfc £UHaJUS—B£GI*N?m50 OF 
Bun  ................ . . • • • * . . • • • • * . •  | i5 4 t$03909e»S9
SAfiiX^QS, a ftar  deduct log a l l  Expanses 
iaaldant to  Qparatioua, baforo Pro~
▼laion for Doplation and Depraciati>o
and laooaa mod Poof I t s  Tu » b, « , . m *«» 35,303,909.41
Htoncnst roa n o im w  .-to bjhkiat: s ?.9ael978.e3
BASHIR aorcnc ISCOi* AHD ;H0*tt-' IvJCkS 87,364,930.56
fR0*XbIs* IQ* KOQMt AMD rBOriTij lAtfc . .  10.300.000.00
17,064,930.56
Sotiaatod rofuadablo portion of prior 
faora* tax#* aris ing frc& *,Unuaed 
Ixeoaa P rofite  Tax O r a d i t * . . . . . . . . . « «  6.900>000*00
HR XtfCQttS.. .............    g3,9.HJiggaj|
$178,868*083*1?
Laaa—D m ^ id S —Frafarrad stoofc   3,886,981.00
DIYID W>S—C<**r on Jtock...................  9»38goi&9.00 15*469,490.00
IATC& • oai'LUS—Kad of Ifaar . ......... $163,396,883*1?
from  th a  194$ Annual Ha port of Plumlmint Ccjspany of .r^rrlc*,
p* 10.
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o f  prim# im portance. R egard less o f  form , a st&t ament w ith  
In co m p le te  data ia  u n s a t i s f a c t o r y .  An a n a ly s i s  o f  th® con­
t e n t  o f  th e  c e r t i f i e d  income s ta te m e n ts  i s  th e  100 r e p o r t s  
l a  made 1b th e  l a s t  s e c t io n  o f  t h i s  c h a p te r .
T i t l e s  o f  Income S tatem ents. Of th e  78 report®  
which ooBtaiB th e  conventional ty p e  o f  income s ta te m e n t ,  52 
in c lu d e  "Income Statefficnt" (a few use "account" in s t e a d  o f  
"statem ent") and 26 in clu d e " P ro fit arid l o s s ” as p a r te  of 
th e  t i t l e *  The use o f both in  t i t l e s  has bean c r i t i c i z e d ,  
l e t ,  th ere  i s  no gen eral agreement on a s u b s t itu te .  The 
w r ite r  doubts th a t the t i t l e  o f the statem ent rep resen ts  a 
r e e l  problem. "R esults o f  operations"  has probably been 
used more o fte n  then  any other s u b s t itu te .
Inform al t i t l e s  are used w ith  about o n e -h a l f  o f  th e  
new -type s ta tem en ts . Some o f  th e  more e f f e c t i v e  t i t l e s  a r e :
Income and Outgo during 1946—S im p lic ity  P attern  
C o ., In c .
Our Operating Record in  1966—N a tio n a l  D airy  p ro ­
d u cts C o rp o ra tio n
R esu lts  o f  O perations—Bigelow-::^ nford C arpet
Company, In c . and C a t e r p i l l a r  T ra c to r  Company
Inform al F in a n c ia l Statem ents (b a lan ce  sh e e t  and 
income sta tem en t)— C a r r ie r  C o rp o ra tio n
25 A ll o f  the re p o r ts  except f o r  the Plomb Tool 
Company oontain  a c e r t i f ie d  income sta tem en t.
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P r e s e n t a t i o n  o f  Income and Bxpcnac I tem s on th©
Income 3taXcmcnt ""
The rem a in d e r  o f  t h i s  c h a p te r  i s  dev o ted  to  a con­
s id e r a t io n  o f  th e  components o f  income and  expense a s  shown 
in  the income sta tem en ts of th e  100 com panies. The a n a ly s i s  
p e r ta in s  p rim arily  to  th e  i te m s  which appear  in  th e  form al 
income sta tem en t. However, some r e f e r e n c e  i s  made t o  th e  
f in a n c ia l  d a ta  c o n ta in e d  in  f o o tn o te s ,  n o te s  t o  th e  f i n a n ­
c i a l  s ta te m e n ts , and th e  p r e s id e n t’ s  l e t t e r .
Supplementary Inform ation on income and expense item s 
i s  contained  in  many o f  th e  r e p o r t s  in  th e  form  of v a r io u s  
ty p es  o f  ch arts and t a b le s .  S in ce  t h is  supplem entary  d a ta  
i s  u su a lly  in  com parative fo rm , i t  i s  an a ly se d  in  Chapter 9*
M s a *  With th e p o s s ib le  ex cep tio n  o f  th e  n e t  
Income fo r  th e  y e a r ,  s a l e s  o r  g ro s s  revenue i s  th e  most 
im portant Item on th e  income s ta te m e n t ,  a breakdown on th e  
p resen ta tio n  o f  s a l e s  in  th e  ICO r e p o r t s  fo l lo w s :
35 -  S a le s  as a s in g le  item  
5 -  S a le s  broken down by ty p e s
5 -  Amounts shown fo r  s a l e s  and s a l e s  r e t u r n s  and 
allow ances  
5 -  S a le s  not shown
F iv e  of t h e  s ta te m e n ts  c o n ta in  g ro s s ly  Inadequa te  
in fo rm a t io n  on s a l a s .  In  th e s e  s ta te m e n ts ,  th e  f i r s t  item  
was shown a s .  1
26 yrom th e  Aluminum Company o f America, American 
C h ic le  Company, Dr. Pepper Company, Haywood-V,ak.ef ie ld  Company,
and K a t io n a l  Bxeweriea L im ited  r e p o r t s  r e s p e c t i v e l y .
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EARNING#, d e d u c t in g  a l l  Expenses In c id e n t
t o  O p e ra t io n s ,  b e fo re  P ro v is io n  f o r
D a p ia t io n  and D e p re c ia t io n  and Income 
and P r o f i t s  T a x e s ..............   . .............. 4 3 5 ,3 0 3 ,9 0 9 .4 1
OP OSS PROFIT FR0& SALES:
A f t e r  d e d u c t in g  c o s t  o f  m a te r i a l s ,  
l a b o r  and m an u fac tu r in g  expanses ,
in e lu d in g  d e p r e c ia t io n  o f  # 2 5 8 , 8 9 9 . 1 7 . . . . . f l l ,659 ,055 .70
(BOSS PROFIT OK SALES......................................................... # 4 ,9 2 4 ,2 6 9 .6 4
nm  (LOSS) OR INCOME b e fo re  d e p r e c ia t io n
and income t a x e s ....................... .............................(260 ,035 .$0)
PROFIT FROM OPERATIONS.....................................................4  4 ,837 ,273
(A fter  d e d u e t ln g  d e p r e c ia t io n  1281,679, 
rem uneration t o  e x e c u t iv e  o f f i c e r s  
4134 ,740 , D i r e c t o r s '  Fees #7 ,040 , Legal 
F ees # 3 4 ,9 4 5 ) .
The f iv e  companies have w ithheld  information vital 
t o  the needa o f  s to ck h o ld ers , employees and the general public. 
Only an Inadequate understanding o f the meaning of the net 
Income la  p o s s ib le  w ithout information on sales. The amount 
o f  d o lla r  n a les  (goods or services) is a significant figure 
In ap p ra isin g  the op eratin g  effectiveness of an enterprise 
and as a b a s is  fo r  an I n t e l l ig e n t  estimate of the future. 
Without s a le s  and primary expense data it la not possible 
to  a sc er ta in  th e  trend of sales, expenses, gross margin, etc.
The S e c u r i t i e s  and Exchange Commission has authority 
to keep certain portions of corporate reports fro® the public 
files. However, most corporation requests that the amount 
of sales and cost of goods sold be hep t confidential are 
d i s a p p r o v e d .  Whether then® figures are published In annual
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r e p o r t s  o r  n o t ,  i t  i s  g e n e r a l l y  ag reed  t h a t  each prim ary  
c o m p e t i to r  h as  a c c u r a te  f i n a n c i a l  in fo rm a tio n  on th© 
o p e r a t io n s  o f  h i s  c o m p e t i to r s .  Through trad©  a s s o c i a t i o n s  
and o th e r  means s a l e s  f i g u r e s  a r e  o f te n  a v a i l a b l e  long  be­
f o r e  th e  an n u a l r e p o r t  i s  p u b l is h e d .
E ig h ty -f iv e  o f  th e  r e p o r t s  c o n ta in  a s i n g l e  f i g u r e  
fo r  s a le s  or reg u la r  o p e r a t in g  rev en u e . In many of th e s e  
e a s e s ,  th e  s a l e s  f i g u r e  i s  n e t  though i t  i s  n o t so d e s ig n a te d  
in  th e  sta tem en t. In  a few e a s e s  some m is c e l la n e o u s  revenue 
i s  combined w ith  th e  s a l e s  f i g u r e  w ith o u t  an I n d ic a t io n  o f  
th e  amount in v o lv ed . The v a r i a t i o n s  i n  p r e s e n ta t i o n  a r e  of  
th e  fo llo w in g  ty p e s :
Net s a l e s  and m is c e l la n e o u s  revenue 
N et s a l e s  and o th e r  s t o r e  income 
G ross income from o p e r a t io n s
Gross s a le s ,  l e a s  d i s c o u n t s ,  r e t u r n s  and a llo w an ces  
P refera b ly  a l l  m isce llan eou s revenue Is  shown 
sep a ra te  from th e primary s a l e s  f i g u r e .  There I s  no r ^ a l  
advantage in  showing " le s s  d isc o u n ts , retu rn s and a l lo w an ces"  
u n le ss  an amount i s  shown. Only f iv e  o f  th e  r e p o r t s  gave 
th e  amount of g ro ss  s a le s  and th e  amount o f  s a l e s  d i s c o u n ts ,  
r e tu r n s , a llo w a n ces, e t c .  The t o t a l  of th e s e  item s i s  
u su a lly  not s ig n i f ic a n t  in  r e l a t i o n  to  th e  t o t a l  s a l e s ,
U n less  th e  amount i s  o f  unusual a l s o  and an ex p la n a t io n  i s  
g iv e n  i n  th e  r e p o r t  t o  t h a t  e f f e c t ,  t h e r e  i s  no n e c e s s i ty  
f o r  r e p o r t i n g  th e  amount.
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F iv e  o f  th© s ta te m e n ts  c o n ta in  a breakdown o f  s a l e s .  
One company shows a  s e p a r a t e  amount f o r  s a l e s  to  s u b s id ia r y  
com panies; one shows th© amount f o r  s a l e s  t o  s u b s i d i a r i e s  
n o t  c o n s o l id a t e d ;  one shows an amount f o r  C osts  and f e e s  
under  c o s t - p l u s - f i x e d  f e e  and o th e r  c o n t r a c t s ;  on© shows
.’S'*
sep a ra te  amounts f o r  dom estic  and f o r e ig n  © ales; and a f i lm  
m anufacturer shows s a le s  amounts f o r  f e a t u r e  p i c t u r e s , 
sh o rt s u b je c t s ,  comic s t r i p s ,  and government p i c t u r e s .
Breakdowns o f  th e s e  ty p e s  a r e  in fo rm a tiv e  and p a r ­
t i c u la r ly  u s e fu l in  any sound a n a l y s i s  of th e  p ro g re s s  and 
s ta tu s  o f  t h e  c o r p o r a t i o n .  More co rpora tion©  ought to  g iv e  
d e ta ile d  s a le s  breakdowns i n  s e p a r a t e  sc h ed u le s  o f  th e  ty p e  
Included in  th e  1946 Annual R eport o f  I n t e r im t io n a l  H a rv e s te r  
Company. S a le s  and t h e  p e r  ce n t  o f  th e  t o t a l  a re  g iv e n  fo r  
th e  years 1945 and 1946 a c c o rd in g  to  th e  fo l lo w in g  b reak ­
d o w n*^
B ales  o f  r e g u l a r  p ro d u c ts  i n  th e  U nited  S t a t e s ;
M otor t r u c k s ,  s e r v i c e  and s e r v ic e  p a r t s  
• Farm im plem ents and s e r v i c e  part©
Farm t r a c t o r s  and s e r v i c e  p a r t s  
In d u s tr ia l equipment and s e r v i c e  p a r t s  
S t e e l ,  p ig  ir o n , and coke b y -p ro d u c ts  
Binder and b a l e r  tw ine  
R e fr ig e r a t io n  equipment 
M iscellan eou s  
T otal
27 p* 4 .
2?S
S a lts  %& su b sid ia ry  companies:
t o  I .  H. Company o f  Canada, L im ited  
t o  X. H. E xport Company ( f o r  ex p o r t)
T ota l
Grand T ota l
The p o s s ib le  i n j u r i o u s  o f f s e t  to  f u t u r e  earning® 
o f  d is c lo s u r e s  such a s  in  t h e  above example i s  g r o s s l y
overemphe a is e d • Furthermore, i f  th e  p u b l ic  i s  t o  b e n e f i t
most by low er p r is e s  brough t abou t th rough  e f f e c t i v e  com­
p e t i t i o n ,  i t  i s  e s s e n t ia l  t h a t  s a l e s  and c o s t  of good so ld  
d ata  be made a v a ila b le  to  th e  g e n e ra l  p u b l ic .
Other Income. A ll o f  th e  income s ta te m e n ts  except 
fou r conta ined  one or more revenue amount® in a d d itio n  to  
th e  primary revenue sou rce . A breakdown o f  th e  i tem s by 
ty p e s  fo llo w s :
40 -  I n te r e s t
22 -  S a le  o f  p lant or f ix e d  a s s e t s
11 -  Foreign exchange ad ju s tm e n t
132 -  Rental®, r o y a l t ie s ,  commission®, dividend® , e t c .
Most o f  th e o th er income item s, av e ra g in g  two to  
each r e p o r t , are shown under t h e  c a p tio n  o f  "O ther Income” . 
A c tu a lly , th e se  r e la t iv e ly  unim portan t item® a r e  d e t a i l e d  
whereas s a le s  i s  not broken down and huge expense Item® a r e  
n ot id e n t i f ie d .*  For exam ple, n o te  th e  in d iv id u a l  item® in  
th e  Income statem ent o f  P a c i f i c  Mill® on page 279* S ix  
r e la t iv e ly  sm all o th er income Item® a r e  shown, one o f  them 
amounting to  on ly  $ 3 ,623 . There a r e  a l s o  a t o t a l  of s i x  
c o s t  and expense item® on th e  s ta te m e n t .  These t o t a l  in
G m m s m  CONSOLIDATED STaTM NT Of PROFIT AND LOSS28 
F or t h e  Y ear Ended December 2 8 , 1946
SET PALPs, a f te r  retu rn s, allow ances and cash
discounts.....................................................       $ 7 8 ,3 0 3 ,6 5 4
COST OF GOODS S O L D , .* , . , .................. .............. ..................... 3 5 ,0 3 3 ,MO
( I n c lu d in g  $ 9 6 1 ,9 3 5  f o r  p la n t  d e p r e c ia t io n }
G ross P r o f i t  on S a l e s . . . *  ............. ..................... ................ $ S , £ 7 0 ,4 1 4
s e llin g  Am e x p e n s e s . ......................... . . . ............  4 .4 3̂.680
P r o f i t  from  O p e r a t i o n s ,* . . . * . . ............ . . . .............   | i 8 ,S 4 6 ,7 3 4
arnrn utccm:
I n t e r e s t . . . . . . . ......................   $ 1 1 4 ,6 8 8
Cash d is c o u n t s  on  p u r c h a s e s * , * * • • • . • . « * * . . . *  1 3 1 ,8 8 3
P r o f i t  on  d i s p o s a l  o f  f ix e d  a s s e t s * 860 , 438
R e c o v e r ie s  o f  bed d e b t s * * * * . . * * * . ................ • • * .  3 ,6 2 3
C a a s i l s e i o n s . . 19 , 6 8 0
J U s a e l ls n e o u e  ,  * .................    9*656  5 5 9 .4 0 8
P r o f i t  a f t e r  O ther Income*. . . . . . .• • • * * * * * • » « , « «  # 1 9 ,4 0 6 ,1 3 6
(WH3R CHARGES:
I n t e r e s t  p a id  and I n t e r e s t  a l lo w e d
cu sto m ers  Ou a n t i c i p a t io n *    *• •»»  851*895
P r o f i t  b e fo r e  P r o v is io n s  f o r  Income
T a x es  and C o n t i n g e n c i e s * • • • , * • • , • * • * • • » » * , » » • * * » »  $ 1 9 ,1 5 4 ,2 4 1
I®0VISION FCR BSTlMATa) INCOME TAXES: ( Not e  0)
F e d e r a l Incom e t a x . . . . . . ......................   7 ,1 7 5 ,0 0 0
S t a t e  incom e t a x e s .....................................................   4 7 6 ,3 5 0  ^ 7 , # 1 . 3 5 0
P r o f i t  b e fo r e  P r o v is io n  f o r
C o n t i n g e n c i e s . • • . • • . • « . • • • « • • * * * • » * * « « » . « * *  I l l ,5 0 2 ,8 9 1
p a n s i e s  FOB CONTUNBNCIES (N o te s  C and P ) 8 ,0 0 0 ,0 0 0
B a la n c e  o f  P r o f i t  T r a n sfe r r e d  t o
Earned S u r p l u s * . * * . * • • » # • • • * • •  $ 9 ,5 0 2 ,8 9 1
29 From t h e  1946 A nnual Report o f  P a c i f i c  M i l l s .
2 SO
e x c e ss  o f  $ 6 ? ,GOO,000. I t  I s  absu rd  to  show a #3,623 
incom e ite m  a lo n g  s id e  a c o s t  i t  am o f  more than  #50*000*000* 
In  many o f  th e  s ta te m e n ts ,  s e v e ra l  o f  th e  sm a lle r  
o th e r  income ite m s  sh o u ld  b e  combined and shown a s  on© 
am ount. When th e  am ounts a r e  r e l a t i v e l y  s m a ll, item s such 
a s  i n t e r e s t  m ight a s  w e ll  be shown n e t .  I t  i s  im p o rtan t 
t h a t  o th e r  income be shown s e p a ra te  from  s a le s  and. th a t  
n o n - re c u r r in g  incom e, i f  in ,  a s ig n i f i c a n t  amount, b® 
i d e n t i f i e d  c l e a r l y .  In  com parison , th e  i d e n t i f i c a t i o n  o f 
m is c e lla n e o u s  Income so u rc e s  i s  n o t im p o r ta n t.
Coet o f  goods S o ld . F o r ty  o f  th e  ICO r e p o r t s  con­
t a i n  a  "C ost o f  goods a d d "  o r  a "C ost o f  s a l e s ” Item  in  
th e  income s ta te m e n t .  T h ir ty -n in e  a d d i t io n a l  s ta te m e n ts  
c o n ta in  such  an ite m  b u t th e  item  i s  combined w ith  one o r  
more expense  item s and shown somewhat as f o l l o w s : 29
COST OF GOOD SOU), s e l l i n g ,  e n g in e e r in g , 
g e n e ra l  and a d m in is t r a t iv e  ex p en ses , 
and p ro v is io n  f o r  r e t i r e m e n t  p en sio n s 
( in c lu d in g  p ro v is io n  o f #181,840.03  
.fo r  d e p re c ia t io n  o f p ro p e r ty , p la n t ,  
and eq u ip m en t)•   ....................... ......................#10,225*329-11
COST OF SALES and expenses ( d e p r e c ia t io n ,
# 3 7 5 ,0 0 0 )..................      28 ,439,271
29 From th e  H a rr is -S e y b o ld  Company, Godchaux S u g ars , 
I n c . ,  G en era l M otors ^T O rporatlon, and F linticot®  Company 
r e p o r t s  r e s p e c t iv e ly .
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COST OF SALES afid o th e r  o p e ra tin g  c h a rg e s ,
e x c lu s iv e  o f  item s l i s t e d  b e lo w , . , .#  1 ,7 5 0 ,6 2 6 ,2 6 ?
GOST OF GOODS SOLD, e x c lu s iv e  o f
d e p r e c ia t io n  end d e p l e t i o n ...............   1 6 ,757 ,953 .
The f i r s t  two ite m s  above a re  in c lu s iv e  o f  a l l  o f  
th e  ite m s  which c o n v e n tio n a lly  ap p ear in  th e  c o s t  o f  good® 
so ld  and o p e ra t in g  expense s e c t io n  o f th® income s ta te m e n t. 
The l a t t e r  two ai*e in c lu s iv e  t o  th e  same e x te n t  excep t th a t  
• s e l l i n g ,  g e n e r a l, and a d m in is t r a t iv e  expense* and *depre« 
e la t io n *  a r e  shown a s  s e p a r a te  ite m s .
Of th e  rem a in in g  21 ineome s ta te m e n ts , th e  ty p e  o f 
coverage p er ta in in g  to  c o s t  o f  goods so ld  fo llo w s :
5 -  •O p e ra tin g  expenses*  c a p tio n
4 -  "Costa and expenses* caption
5 -  B egin w ith  a p r o f i t  f I g u r e  n e t  o f  co n v e n tio n a l
c o s t  o f goods so ld  and o p e ra t in g  expanses30
6 -  Other31
From th e  s ta n d p o in t o f  d i s c lo s u r e ,  th e  s ta te m e n ts  
co n ta in in g  "O p e ra tin g  expenses*  and "C osts and expenses*
31 An odd tr e a tm e n t i s  t h a t  o f W, L. Douglas Shoe 
Company in  whioh s a le s  and g ro s s  p r o f it  on s a le s  a r e  shown 
hut w ithout showing a d ed u c tio n  f o r  c o s t of goods s o ld .  The 
p resen ta tio n  fo llo w s :
3° See s u p ra . p . 271, f o r  th e s e  presentations
S a le s  ( l e s s  r e t u r n s )  .
G ross p r o f i t  on above s a l e s  
S e l l in g ,  a d v e r t i s in g  and ad
m in i s t r a t i v e  expenses 
Etc., e t c .
2 , 2 3 6 , 4 6 4 . 5 6
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c a p t io n s  g iv e  tb s  same ty p e  o f  d e t a i l  a s  th e  39 s ta te m e n ts  
w hich have a c a p t i o n  w hich in c lu d e s  " c o s t  o f  sales** Of 
*Oost o f  goods sold**.
S e v e ra l c o n c lu s io n s  a r e  more o r  l e s s  o b v io u s:
"C ost o f  goods s o ld "  and "C ost o f  sale® " 
a r e  used In te rc h a n g e a b ly .
2 . A very  l a r g e  p ro p o rtio n  o f  th e  c o s t s  f o r  
t h e  y e a r  w hich a r e  b e in g  m atched against th e  rev en u e  
I s  in c lu d e d  in  th e  "C ost o f goods so ld "  item  o r  
s e c t io n  w ith o u t any o r much i t e a l ac tio n *  In most 
o f  th e  s ta te m e n ts  such c o a ts  amount to  at l e a s t  
7$ percent o f n e t  s a le s*
3* I s  g e n e r a l , th e r e  i s  no d i s p o s i t io n  on 
th e  p a r t  o f management to  g iv e  a breakdown on th e  
major c o s t  and expense item s w hich make up th e  
"C ost o f  goods so ld "  ca tego ry*
L ess d is c lo s u r e  i s  h a rd ly  p o s s ib le .  Y e t, a l l  l i s t e d  
com panies a r e  r e q u ire d  to  f u rn is h  a d e ta i l e d  breakdown of 
c o s t  o f  goods s o ld  In  r e p o r t s  f i l e d  w ith  th e  S e c u r i t i e s  and 
Exchange Commission* The d e t a i l s  which a re  a v a i l a b le  to  
c o m p e ti to rs  end any one e l s e  who seek s  them a r e  d en ied  to  
s to c k h o ld e r s ,  em ployees, and o th e r  r e a d e rs  o f  a r e p o r t  
w hich i s  in te n d e d  " to  inform "*
S e l l i n g * G e n e ra l, and A d m in is tra tiv e  E xpenses. There 
i s  an i te m  in  71 o f  th e  aba tem en ts which i s  cap tio n ed  
" S e l l in g ,  g e n e ra l ,  and a d m in is t r a t iv e  ex p en ses” , "G enera l 
and a d m in is t r a t iv e  ex p en ses” , "G eneral expenses” or some 
su ch  a l l - i n c l u s i v e  c a p tio n . The n a tu re  of th e  expense® 
in c lu d e d  i s  in d e te rm in a te ;  co n seq u en tly  whatever amount i s  
shown can have but l i t t l e  m eaning to  th e  r e p o r t  reader.
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D e p re c ia t io n , Annual d e p re c ia t io n  ch a rg e s  a r e  made 
t o  expense a s  a  mean a o f  a l l o c a t in g  th e  c o s t  o f  th© w earin g  
o u t ,  u s in g  up , o r  e x t in g u is h in g  o f  f ix e d  a s s e t s .  The term  
" d e p re c ia t io n "  l a  u s u a l ly  a p p lie d  to  b u i ld in g s ,  m ach inery , 
and equ ip m en t, " d e p le t io n "  to  w a s tin g  a s s e t s ,  and "amorti** 
nation** t o  le a s e h o ld s  and in ta n g ib le  a s s e t s .  O fte n , how ever, 
a s  In th e  d is c u s s io n  w hich fo llo w s , " d e p re c ia t io n "  l a  used 
t o  In clu d e " d e p le t io n "  and " a m o r t is a t io n " .
D e p re c ia tio n  l a  In a d e q u a te ly  t r e a te d  In  th e  Income 
a t a t ament a n d .th e  n o te s  th e r e to  in  many annual r e p o r t s .  De­
p r e c ia t io n  fo r  th e  y e a r  I s  shown in  o n ly  6 4  o f  th e  income 
sta tem en ts . In e lev en  o f  th e s e  r e p o r t s ,  d e p r e c ia t io n  I s  
shown below th e  ineome s ta te m e n t .  The s ta te m e n t in  th e  
Brown & Bigelow  r e p o r t  r e a d s  a s  fo llo w s : " P ro v is io n  f o r
d ep rec ia tio n  included  In c o s ts  and expenses amounted to  
$ 1 5 2 ,2 9 3 ,"  In se v e r a l o th e r  o a s e s ,  th e  amount ap p e a rs  in  
th e  n o te s  to  th e  f i n a n c i a l  s ta te m e n ts  in s te a d  o f  in  th e  
Inoooe s ta te m e n t p ro p e r . T here i s  no more rea so n  f o r  p la c in g  
d ep rec ia tio n  below th e  s ta te m e n t o r  i n  th e  n o te s  than  any 
o f  th e  o th e r  expense o r  income i te m s . Such presentation i s  
in  p a r t ,  p ro b ab ly , a throw back to  th e  tim e when ch a rg in g  
d e p r e c ia t io n  was th o u g h t to  be o p t io n a l ,  Nevertheless, It 
i s  b e t t e r  t o  have th e  d e p r e c ia t io n  charge  g iven  in  a 
r e l a t i v e l y  u n d e s ira b le  lo c a t io n  th an  n o t to  be shown. 
T h i r ty - s i*  o f  th e  income s ta te m e n ts  did  no t show depreciation.
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To f a i l  to  show th* d e p r e c ia t io n  charge i s  In e z -  
o u s a b le . Th* im p o rtan ce  o f  show ing d e p r© e la tio n  a s  a 
s e p a r a te  item  i s  due in  p a r t  to  th e  f a c t  t h a t  th e  amount o f  
th e  charge i s  su b je c t  to  more a r b i t r a r y  d e te rm in a tio n  th a n  
most ex p en se  charges* Management can a d ju s t  th e  d e p re o la ­
t io n  charge a s  a means o f  a d ju s t in g  n e t  p r o f i t  upward o r  
downward • The am ount o f th e  charge i s  no t c o n t r o l l e d  by an  
o u tla y  o f  cash o r  th e  ap p earan ce  o f  a l i a b i l i t y  d u r in g  th e  
year a s  i s  th e  case w ith  m ost expense i te m s . I t  fo llo w s  
th a t i t  i s  im portant for t h e  r e a d e r  t o  h are  th e  amount o f 
th e  annual d e p r e c ia t io n  charge and th e  r a t e  o r  r a t e s  a t  
which d e p r e c ia t io n  i s  charged.
The Glenn L* M artin Company r e p o r t  i s  one o f th e  
few which con ta in s in form ation  on d e p re c ia t io n  r a t e s .32 a  
n ote to  the f in a n c ia l  s ta te m e n t r e a d s ;
" I f f a c t i v e  as o f  Jan u ary  1 , 194& th e  Company 
red u ced  th e  r a t e s  o f  d e p re c ia t io n  on c e r t a in  p la n t  
p ro p e r ty  a s  fo llo w s :
R ate  K ffec - Rat© P r io r  
t i v e  Jan u ary  1 to  Jan u ary  1 , 
1946 1946
f a c to r y  b u ild in g s*  e tc*  yp %
M achine to o l s  6 -2 /3 $  3*0$
M isce llan e o u s  f a c to ry
equipm ent 10$ 15$
32 The Walt D isney Productions report contains an 
e x c e l l e n t  s ta te m e n t on th e  b a s is  of aiaortlzing p ic tu r e  
c o s t s .  The few  o th e r  r e f e r e n c e s  to depreciation rates in 
th e  r e p o r t s  a r e  fragm entary*
2 6 5
"The ra te®  now in  use  conform  to  th o se  a llow ed  
f o r  f e d e r a l  income ta x  purposes*  The h ig h e r  r a t e s  
used  p r io r  to  Jan u a ry  1 , 1946 w ere in te n d ed  to  
p ro v id e  f o r  a o o e le ra te d  d e p re c ia t io n  a r i s i n g  from  
th e  m u l t i - s h i f t  o p e ra t io n s  th en  in  e f f e c t .  As a 
r e s u l t  o f  th e  fo re g o in g  r a t e  adjustm ent®  th e  
d e p r e c ia t io n  p ro v is io n  f o r  th e  y ea r 1946 i s  ap p ro x i­
m ate ly  #140,000 l e s s  th a n  i t  w ould have been i f  th e  
o ld  r a t e s  had been con tinued*  "23
The r a t e s  should  be shown in  th e  r e p o r t  though th e re
has not been a change in  d e p r e c ia t io n  p o l ic y .  .Management
and accou n tan ts can ex p ec t r a th e r  g e n e ra l d i s b e l i e f  in  th e
accuracy o f  accoun ting  statem ents so long  a s  p e r t in e n t
Inform ation  la  w ith h e ld . Though th e  ac c o u n tin g  b a s is  m y
be s a t is f a c t o r y ,  one e s p e c ia l ly  wonders abou t f ix e d  a s s e t s
which a r e  la r g e ly  d ep rec ia ted  y e t  l a r g e  d e p re c ia t io n  charge
o f f s  are continued* F or example th e  b a lan ce  s h e e t o f
General X le e tr le  Company showss
1946 1945
P la n t and .q u lp m .nt—e o s t  #372 ,910 ,042  #303,571 ,66?
U g a :  D ep recia tion  r .a e r v .a  2,Zlji.|S8t 671 263 ,298,88?
P lan t and equipment—n et | l 01 ,011 ,371  I  1 5 ,2 7 2 ,/S 4
The income statem ent fo r  1946 shows a d e p r e c ia t io n  
charge o f  119,717*731. T h is  charge i s  more than  50 per "oenit 
o f  th e  n et f ix e d  a s s e t s  a t  the beginning o f  th e  f i s c a l  y ea r 
and alm ost 20 per cen t o f  n et f ix e d  a s s e t s  a t  th e  end o f  th e  
y ea r . S i n c e  th e rep ort co n ta in s no e x p la n a tio n  o f d e p re c ia ­
t io n  r a te s  and gen era l p o lic y  w ith  r e f e r e n c e  to  m ain tenance
22 p .  1 5 .
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and r e p a i r  p o l i c y ,  on© i s  fo rc e d  to  conclude  th a t  an u l t r a -  
c o n s e rv a tiv e  d e p r e c ia t io n  p o l ic y  i s  be in g  fo llo w e d . Such 
a  p o l ic y  le a d s  in e v i ta b ly  to  an  u n d e rs ta tem en t o f  c u r re n t  
p r o f i t s  b u t u l t im a te ly  to  an o v e rs ta te m e n t o f p r o f i t s #
I t  would be h e lp f u l  t o  an n u a l r e p o r t  r e a d e rs  f o r  
an  e x p la n a t io n  to  be made I f  d e p r e c ia t io n  I s  emerged a t  
d i f f e r e n t  r a t e s  f o r  f e d e r a l  inoom© ta x  and annual r e p o r t  
p u rposes*
gs&gg. The wage paym ents mad© to  em­
p lo y e e s  and e x e c u tiv e  management and th e  b e n e f i t  payments 
made on t h e i r  b e h a lf  a r e  r a r e ly  d is c lo s e d  in  income s t a t e ­
ments# Only f o u r  o f  th e  r e p o r t s  co n ta in e d  a wages item  in  
th e  incom e s ta te m e n t#  f i v e  o f  th e  s ta te m e n ts  c o n ta in  a 
b e n e f i t  item  such  a s  "Employees* in s u ra n c e , a n n u i t i e s ,  
e tc # "  Two incom e s ta te m e n ts  c o n ta in  p a r t i a l  coverage o f  
e x e c u tiv e  com pensation# The item s a re  a s  fo llo w s :
P a r t i c i p a t i o n s  o f  c e r t a in  o f f i c e r s
and em ployees in  p r o f i t s # ••#»»•••##4536 .279
S e l l i n g ,  g e n e ra l  and  a d m in is t r a t iv e  expenses in ­
c lu d e  a d d i t io n a l  com pensation  to  management, 
#137,121 and #8 8 ,9 6 2  in  1 946  and 1945 r e ­
s p e c t iv e ly ,  baaed on c o n s o lid a te d  p r o f i t s  
b e fo re  inoom© t a x e s *35
3 4 ^ 9 4 6  Annual R eport o f  U n iv e rsa l P io tu re s  Company,
p# 2 6 #
35 From n o te s  to  f in a n c ia l  s ta te m e n ts  In  1946 Annual 
R ep o rt o f  S im p lic i ty  P a t t e r n  G o., Xno#
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In  a d d i t io n  to  th e  sc a n ty  tre a tm e n t In  income s t a t e ­
m en ts , th e r e  i s  some in fo rm a tio n  on s a l a r i e s ,  wages,  and 
em ployee b e n e f i t s  in  a few o f th e  p r e s id e n t ’ s l e t t e r s .  The 
m ost s p e e i f i e  o f  th e s e  s ta te m e n ts  fo llo w s ; .
“T o ta l  com pensation  p a id  to  th e  te n  to p  men 
o f  th e  management g ro u p , p lu s  $4,030 p a id  to  Hope- 
w e l l  L. R o g ers , Chairman o f th e  B oard, was #205,463 
o r  1 .58#  f o r  each d o l l a r  o f  s a l e s .
“The fo u r  h ig h e s t  s a l a r i e s  p a id  in  1948 were 
W hipple J a c o b s , $40 ,650 , on which th e  ta x  (based  
on a  m a rr ie d  man w ith  one depen d en t) i s  #17,868$ 
C h a rle s  S. C ra ig m ile , #36 ,690 , ta x  #15,398$
H e rb e r t W. C lough, # 2 4 ,180 , ta x  #8 ,061 ; and A rth u r 
L. Wanner, #23 ,580 , ta x  # 7 ,7 3 8 * "36
The few  rem ain in g  r e fe re n c e s  a r e  l e s s  in fo rm a tiv e
and some o f  them  a r e  p o s s ib ly  more em otiona l in  c o n te n t and
p u rp o se . The fo llo w in g  a r e  sam ples:
“A f te r  c o n s id e ra b le  s tu d y  th e  in c e n tiv e  p la n  
in  o p e ra t io n  s in c e  1939 was r e v is e d  l a s t  y e a r . The 
r e v is e d  p la n , f u l l y  ex p la in e d  a t  t h a t  tim e , was 
approved by th e  s to c k h o ld e rs  and has been in  effect 
d u r in g  th e  p a s t  y e a r .  In  our o p in io n  i t  i s  accom­
p l i s h in g  i t s  p u r p o s e .“37
"As in  th e  p a s t  s ix  y e a r s ,  th e  Board of Direc­
t o r s  approved  an In o e n tiv e  Com pensation Plan for 
1946 dependen t upon p r o f i t s ,  In which o f f i c e r s ,  
s t a f f  e x e c u tiv e s ,  b u y e rs , and o th e r  key employees 
th ro u g h o u t th e  Company p a r t i c ip a t e d .  The four
38 1 9 4 6  Annual R ep o rt o f  Belden Manufacturing 
Company, p . 3*
37 1 9 4 6  Annual R eport' o f Dayton Rubber Manufactur­
in g  Company, p . 9 .
zm
o ffic e r ®  who are a ls o  d i r e c to r s  r e c e iv e d  |135,QOQi 
t h is  compares w ith  #128*000 in  1949* A s im i la r  
com pensation p lan  w i l l  be co n tin u ed  in  1947*"38
*£t w i l l  be ao t« d  t h a t  wage© and s a l a r i e s  f o r  
th e  year , #33*539,319 , were more th a n  t e a  tim es th e  
amount o f  both cash  and ©took d iv id e n d s  paid  our 
stock h o ld ers*  Our em ployees w i l l  be f u r th e r  in te r *  
os ted  t o  know t h a t  th e  Company*s c o n t r ib u t io n  to  
th e  p en sion  fund exceeded by #31,876 th e  amount o f 
cash d iv id en d s o u r  stock h o ld er©  re c e iv e d  from  u®«
Our t o t a l  ta x  b i l l  f o r  th e  y ea r was 111*202,488, or 
#4*481,903 more th a n  our n e t  e a rn in g s »M39
*Xs December* th e  P re s id e n t  and o th e r  top  
management ex e cu tiv e s*  v o lu n ta r i ly  r e l in q u is h e d  
oom peasation arran g em en ts  under w hich th e y  partia l**  
pa&ed in  a  p e rc e n ta g e  o f p r o f i t s  b e fo re  tax es*
T h is change was made e f f e c t iv e  Jan u ary  1 s t ,  1947*H*
T hese s ta te m e n ts  c e r t a i n l y  r a i s e  more q u e s tio n s  
than th e y  answer* They a r e  b e s t  c h a ra c te r i s e d  by meaning* 
l e s s  g e n e r a liz a t io n s  and  in a c c u r a te  su g g e s tiv e n e ss*  Why i s  
ex e cu tiv e  com pensation shown in  te rm s o f  " d o l l a r s  o f  s a le s " ?  
What i s  th e  s ig n if ic a n c e  o f  wages and s a l a r i e s  b e in g  te n  
tim es d iv id en ds?  I t  a p p e a rs  t h a t  th e  Company i s  t r y in g  to  
prove a p oin t*  Management m ust r e a l i z e  th a t  an n u a l r e p o r t  
data must be tm eolored by em otiona l su g g estio n *  Management 
has not y e t  sought to  t e l l  annual r e p o r t  re a d e rs  what th ey  
want t o  know about wages o f  em ployees, com pensation o f  execu­
t i v e s ,  and o th e r  paym ents fo r  th e  b e n e f i t  o f  bo th  g ro u p s.
38 1 9 4 6  Annual R eport o f  B u tle r  B ro th e rs , p# 10
39 1946 Annual R ep o rt of Cudahy Packing  Company, p* 20*
1946 Annuel R eport o f S im p lic ity  P a t te r n  C o ., Inc*
Such in form ation  la  annual report® i s  e s s e n t i a l  
fo r  th® f o U o t la g  reasons:
1* S a la r ie s  and wage® a re  a major c o s t ,
2 . ^Employee® and o f f l e e r a  make a' m ajor con* 
t r ib u t io a  to  th e  su c c e s s  o r  f a i l u r e  o f  th e  enter** 
p r is e ,  co n seq u en tly , payment® made to  .them a r e  of 
d ir e c t  I n te r e s t  t o  s to c k h o ld e r s ,  employee®, and 
e th e r s ,
>• Comparisons o f  th e  share® o f w o rk e rs , 
s to ck h o ld e rs , and management shou ld  he p o s s ib le  
I f  t h e ir  r e la t io n s h ip s  a r e  to  be m u tu a lly  
s a t i s f a c t o r y .
The fo llo w in g  i s  su g g e s t iv e  of th e  ty p e  o f inform al 
t io n  which should  be included:
1 , C la s s ify  employees by g ro u p s , such a s  
o f f i c e  w orkers, p la n t  w o rk e rs , s a l e s  p e rs o n n e l, 
resea rch  p erson n el, ex ecu tiv e  management,
2 , Show s e p a r a te ly  f o r  each g ro u p , th e  
amount p a id  as r e g u la r  wages o r  s a l a r i e s ,  a s  
c o n tr ib u tio n s  to  p ension  fu n d , as unemployment and 
fe d e r a l o ld  age b e n e f i t  ta x e s ,  a s  s ic k ,  a c c id e n t ,  
and d i s a b i l i t y  b e n e f i t s ,  a s  bonuses,
3 , Show th e  number of em ployees in  each group 
and th e  average payment. Show th e  amount o f per*  
son al income ta x es  a p p l ic a b le  to  each group* 01 ve 
th e  names, s a la r ie s ,  and a p p l ic a b le  p e rso n a l income 
ta x e s  fo r  a t  l e a s t  th e  to p  te n  execu tive® ,
4* S et fo r th  in  s p e c i f i c  language th e  b a s i s  
on which th e  bonus fund i s  d e term ined  and th e  amount 
t o  be p a id  to  in d iv id u a l  e x e c u tiv e s  and em ployees.
5. Give s p e c i f i c  inform ation  on option®  g iven  
to  ex e cu tiv e  management and key em ployees to  pur* 
chase th e  co rp o ra tio n ’ s atook a s  w ell ae any employee 
atook-purchase p lan .
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2ass&* In c o n t r a s t  to  o th e r  expense i te m s , ta x e s  
a re  c o n s is t e n t ly  shown in  income s ta te m e n ts .  Though le g a l  
c o m p le x it ie s  sak e some o f  th e  income ta x  ad ju s tm en t a 
d i f f i c u l t  o f  understandable p r e s e n ta t io n  to  a l l  r e a d e r s ,  
th e  p r e se n ta t io n s  a r e  g e n e ra l ly  s a t i s f a c t o r y .  I t  would be 
h e lp fu l fo r  th e  rep o rt©  to  show s e p a ra te ly  th e  ta x e s  p a id  
to  s t a t e  and lo c a l  a u t h o r i t i e s ,  th e  F e d e ra l  governm ent, and 
fo r e ig n  governm ents. E x c ise  ta x e s  need n o t be shown a s  a 
d i s t in c t  i t e m .41
Other Expenses. The on ly  other expense breakdown 
which was shown a s a s e p a r a te  Item  w ith  any c o n s is te n c y  
was I n t e r e s t .  Q u a lita tiv e ly , I n te r e s t  expense i s  a r e l a ­
t i v e l y  unimportant item . A lso , i f  th e b a la n ce  sh e e t p re s e n ta ­
t io n  i s  adequate, th e  amount o f I n te r e s t  oan be e s tim a te d  
to  b e t te r  ad v an tag e  th a n  most expense ite m s .
Bad debt charges and m aintenance and r e p a i r s  were 
shown in  r e la t iv e ly  few o f  th e  s ta tem en t® . A d v e rtis in g  
was not shown a s  a sep a ra te  ite m . C o n s id e ra tio n  shou ld  be 
g iven  to  th e  showing o f such item s s e p a r a te ly .
M an y  o f  th e m isce lla n eo u s expense s e c t io n s  and item s  
have not been c a r e fu lly  t i t l e d .  The fo llo w in g , some o f  which 
appear in  se v e r a l sta tem en ts , a r e  d e f e c t iv e :
41 For an a u t h o r i t a t i v e  s ta te m e n t on a c co u n tin g  f o r  
income tax es#  see  A ccounting  B essarab  B u l le t in  Ko. 2 3 .
American Institute o f Accountants, New York, December 1944*
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Income d ed u c tio n a  
Income ch a rg e s
D efe rre d  r e p a i r s  and m ain tenance 
D ed u c tio n s from  income 
Sundry o th e r  ch a rg es  
M isc e lla n e o u s  d e d u c tio n s
H e s t r ia te d  e a rn in g s  from p ipe l i n e  o p e ra t io n s  
A d d itio n a l p ro v is io n  f o r  bad d e b ts
"E xpenses" shou ld  be used  in s te a d  o f  "ch a rg es"  and
"d ed u c tio n s"*  "D efe rred "  and " p ro v is io n "  a re  in c o r r e c t ly
u se d , and " r e s t r i c t e d "  and " a d d i t io n a l"  a r e  confusing*
Some Income S ta tem en t L im i ta t io n s , th r e e  l im i t a t io n s
o f  income s ta te m e n ts  In  c o rp o ra te  annual r e p o r t s  a re  b r i e f ly
sum m arized:
1* The d e t a i l  in  income s ta te m e n ts  i s  in c o m p le te , 
t h e  em phasis on p a r t i c u l a r  item s i s  o f te n  m isp la c ed , some 
o f  th e  te rm in o lo g y  i s  in c o r r e c t  o r  c o n fu s in g , and th e  b a s is  
on w hich some expenses (su ch  a s  d e p r e c ia t io n ,  bad d e b ts ,  
and m ain tenance  and r e p a i r s )  a re  de term ined  a re  n o t g iv e n .
The p r i o r  s e c t io n s  o f  t h i s  c h a p te r  have d e a l t  w ith  th e s e  
problem s*
2* T here  a r e  n o n - re c u r r in g  Income and expense Item s 
w hich a r e  l i lc e ly  n o t to  be p ro p e r ly  e v a lu a te d . And, more 
im p o r ta n t,  th e r e  a r e  o e r ta ln  ch a rg es  which may be r.ade in  
th e  income s ta te m e n t o r  d i r e c t l y  to  ea rn ed  s u rp lu s . In 
a c c o u n tin g  f o r  such ite m s  management can a d ju s t  th e  p r o f i t  
f ig u r e  r a d i c a l ly  and a r b i t r a r i l y .  A p o r tio n  o f th e  nex t 
c h a p te r  i s  d ev o ted  to  t h i s  problem .
292
3 . Incoma d a ta ,  ln© lud ing  th e  n e t  income fig u re *  
f o r  a  o n e -y e a r  p e rio d  a r e  n o t v ery  m eaningfu l to r  a n a ly s is  
p u rp o se s . In v estm en t d e c is io n s  shou ld  n o t be based  on n e t 
income o r  " e a rn in g s  p e r s h a re "  f o r  a y e a r .  Income d a ta  fo r  
one y e a r  a r e  n o t s u f f i c i e n t  to  u se  in  wage n e g o tia t io n s *  
C om parative income d a ta  f o r  a  p e r io d  o f y e a rs  a r e  e s s e n t i a l ,  
f h e  adequacy  o f  co m parative  d a ta  in  c u r re n t  r e p o r ts  i s  con­
s id e re d  in  C h ap ter 9 .
2 9 3
S e le c te d , B ib lio g rap h y
Boane, R o b e rt R . ,  and C anning, Joseph  E . fl The F u n c tio n a l 
O p e ra tin g  R e p o rts American Economic F o u n d a tio n ,
Sew Y ork; 1947 , 22 p ages, #
E x ec u tiv e  Committee o f th e  Am erican A ccounting  A s s o c ia tio n , 
"A ccounting  P r in c ip le s  U nderly ing  C orporate  f in a n -  
o i a l  S ta te m e n ts ,” Aqoountlnp; Review, V ol. 17, No* 1# 
Ja n u a ry  1942, p p . 60*66 (R© printed from  June 1941 
i s s u e } •
Graham, B enjam in, and Dodd, David 1 . ,  S e c u r i ty  A n a ly s is .
1 s t  ed * , M cGraw-Hill Book Company . "ino .T  lew  York * 
1 9 3 4 , P a r t  V*
G re id in g e r , B. B e rn a rd , - A coounting  Reciuir ements o f th e
S e c u r i t i e s  and Exchange Commission. Ronald P re s s  
Company, Mew Y ork, 1940, C hap ters 13 and 14#
K aplan , M aurice C ., and Reaugh, D an ie l M*, "A ccounting
R e p o rts  to  S to c k h o ld e rs , and th e  BEG,** A ccounting  
Review . V o l. 14 , So . 3 , Septem ber 1939, PP• 2 6 3 - 2 3 6 ,
L i t t l e t o n ,  A. C ., "The I n te g r a t io n  o f Income and S u rp lu s
S ta te m e n ts ,” Jo u rn a l o f  A ooountgncy. V ol. 6 9 , No. 1 , 
J a n u a ry  1940, p p . 3 0 -4 0 .
May, George 0 . ,  and C ham berlain , Henry ! . ,  "Met Income fo r  
th e  T e a r ,” J o u rn a l  o f  A ocountancy. V o l. 81, Mo* 5, 
May 1946, p p . 363-371.
Pa to n ,  W. A ., and L i t t l e t o n ,  A. C ., An In tro d u c t io n  to  
C o rp o ra te  A ccounting  S ta n d a rd s . Monogrpah Ho. 3 
A m erican A ccounting  A s s o c ia t io n , Chicago, 1940 
156 p a g e s .
Williams, R o b e rt Vff., "Income S ta te m e n t,"  as C hapter 3 in  
Contem porary A cco u n tin g . American I n s t i t u t e  o f  
Ac0 0u n ta n t0 , Mew York, 1945•
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gurslaa.
S u rp lu s  I s  u s u a l ly  d is t in g u is h e d  a s  e a rn e d , p a id - in ,  
end r e v a lu a t io n  f o r  f in a n c ia l  s ta te m e n t pu rposes*  Earned 
s u rp lu s  i s  the am ount o f  n e t  income accum ulated*3* P a id - in  
s u rp lu s  I s  t h a t  p o r t io n  o f  c a p i t a l  p a id - in  by s to c k h o ld e rs  
in  excess o f s t a t e d  o r le g a l  c a p i ta l*  fiev & lu a tio a  s u rp lu s  
i s  any execs® o f  a p p r a i s a l  v a lu e  o f  a s s e t s  o v er c o s t  w hich 
i s  b ro u g h t i n to  th e  a c c o u n ts  a s  a r e s u l t  o f  a s s e t  re a p ­
p r a i s a l s * 2
^ A a c r e  t e c h n ic a l  d e f i n i t i o n  o f  earned  s u rp lu s  
formulated by a com m ittee o f  t h e  American I n s t i t u t e  o f  
Accountants i s s
"h a rn ed  s u rp lu s  I s  t h e  b a lan ce  o f  n e t  p r o f i t s , 
incom e, and g a in s  o f  a  c o rp o ra t io n  from th e  d a te  o f  In c o r­
p o r a t io n  (o r  from  th e  d a te  whan a d e f i c i t  was abso rbed  by 
a  ch a rg e  a g a in s t  th e  c a p i t a l  s u rp lu s  c re a te d  by a r e d u c t io n  
o f  th e  p a r  o r  s t a te d  v a lu e  o f  th e  c a p i t a l  s to c k  o r o th e r ­
w ise) a f t e r  d e d u c tin g  lo s s e s  and  a f t e r  d ed u c tin g  d i s t r i ­
b u tio n s  to  s to c k h o ld e rs  and t r a n s f e r s  to  c a p i t a l - s to c k  
a c c o u n ts  whan made o u t o f  su ch  s u rp lu s * ” Bern A ccounting  
Eese& rch B u l le t in  Bo* 9* American I n s t i t u t e  o f  A cco u n tan ts , 
Mew f o r k ,  May 1 9 U , p* 7 5 .
2 f u r  e x c e l l e n t  t r e a t i s e s  on ty p e s  o f  s u r p lu s ,  
s u rp lu s  acco u n t e n t r i e s ,  and concom itan t p rob lem s, sees
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The l i n e  o f  d e b a rk a tio n  between ea rn ed  s u rp lu s  and 
p a i d - in  s u r p lu s  i s  n e t  a s  c e r t a i n  i n  th e o ry  sad  p r a c t i c e  
a s  t h e  b r i e f  d e f i n i t i o n s  su g g est*  For exam ple, d isc o u n t 
and premium on  e a p i t a l  s to c k  a re  som etim es e n te re d  in  
p a i d - in  s u rp lu s  and a g a in  in  earned  s u rp lu s * 3 though  suoh 
v a r i a t i o n s  l a  p r a c t i s e  a r e  n o t d e s i r a b le ,  th e y  p re s e n t  
a r e l a t i v e l y  u n im p o rtan t problem  l a  th e  p r e p a r a t io n  or 
i n t e r p r e t a t i o n  o f  an n u a l r e p o r ts *  The e f f e c t  o f th e  v a r ia ­
t io n s  I s  m in imi zed by th e  sa m ll money am ounts w hich a re  
u s u a l ly  in v o lv e d  and by th e  f a c t  t h a t  p rim ary  a n a ly s e s  do 
n e t  h in g e  on th e  r a t i o  o f  ea rn ed  s u rp lu s  to  p a id - in  s u rp lu s  
o r  th e  r a t i o  o f  ea rned  s u rp lu s  to  some o th e r  b a la n c e -s h e e t 
item *
B rio  X** K o h le r , " S u rp lu s ,"  a s  C hap ter 4 in  Contemporary 
A cco u n tin g - Am erican I n s t i t u t e  o f  A cco u n tan ts , New York, 
1945; WVA. Pa to n  and A* 0 . L i t t l e t o n ,  M  I n tro d u c t io n  t& 
C o rp o ra te  Accounting s ta n d a r d s * Monograph S e r ie s  Bo. 3 , 
A m erican A ccounting  A s s o c ia t io n , C hicago, 1940* PP* 97-117; 
A ccoun ting  R esearch  B u l le t in  Bo* 32* "Income and la m e d  
S u rp lu s ,"  Am erican I n s t i t u t e  o f  A cco u n tan ts , New York, 
December 1947} W* A. Pa to n ,  e d . ,  A aoountants* Sa&SMg&i 
3rd  e d . ,  Ronald P re s s  Company, New Y ork, 1943* PP* 1023- 
1055; R o b e rt H* Montgomery, A u d itin g  Theory and P r a c t ic e ,  
5 th  ed * , R onald P re s s  Company, New York* 1934* PP* 408- 
436.
3 For a  d e t a i l e d  a n a ly s i s  o f  th e  v a r i a t i o n  in  th e  
p r a c t i c e  o f  525 c o rp o ra tio n s  in  making e n t r i e s  to  earned  
s u rp lu s  and p a id - in  s u r p lu s ,  s e e  A coountlng  o f .£££
C o rp o ra te  R e p o r ts . Am erican I n s t i t u t e  of A cco u n tan ts ,
S L  & r k 7 194#*PP* 76-64*
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j f c t r i e s  to  Q u rren t Income o r S u rp lu s , The v a r ia t io n  
In  s u rp lu s  p r a c t i c e  w hich i s  o f  v i t a l  concern  to  a l l  annual 
r e p o r t  r e a d e r s  r e l a t e s  to  th e  q u e s tio n  o f ch a rg es  between 
income and earned  s u r p lu s .  The fundam ental q u e s tio n  inv o lv ed  
i e :  Should n e t  income f o r  an  a c c o u n tin g  p e r io d  r e f l e c t  a l l  
rev en u e  and revenue  c o s t s ,  o r  shou ld  n e t  income in c lu d e  
o n ly  a p o r t io n  o f  th e  rev en u e  and revenue c o s ts ,  i .  e« ,* mm mm +
th o s e  w hich a r e  r e c u r r in g  and d i r e c t l y  a s s o c ia te d  w ith  th e  
p rim ary  o p e ra t io n s  o f  th e  p e r io d ?
The A m erican A ccounting  A ss o c ia tio n  and th e  American 
I n s t i t u t e  o f  A cco u n tan ts  have is s u e d  o f f i c i a l  pronouncem ents 
on th e  s u b je c t  w hich a r e  c o n f l i c t i n g .  I ,  I .  K ohler summa­
r i s e d  th e  p o s i t io n  o f th e  A sso c ia tio n  adm irab ly  when he s a id :
"One o f  th e  p r in c ip le s  adv o ca ted  was th e  
c l e a r in g  o f  every  Item  o f incom e, expense, and 
lo s s  th ro u g h  th e  income s ta te m e n t, r e g a rd le s s  
o f  i t s  n a tu re  or am ount, th e  argum ent be ing  to  
re c o g n iz e  f r a n k ly  th a t  no c u r re n t income s ta te m e n t, 
d e s p i te  i t s  most e x a c tin g  p r e p a r a t io n ,  can be so 
d ev ised  a s  t o  s e rv e  a s  an Index or a s  any s e c t io n  
o f  an in d ex  o f  p re s e n t o r f u tu r e  ea rn in g  power, 
b u t t h a t  r a t h e r  i t  sh o u ld  be co n s id e red  a s  one o f 
a s e r i e s  w hich ough t c o l l e c t i v e ly  to  r e f l e c t  th e  
r e s u l t s  o f a c tu a l  o p e ra t io n s  a s  a c c u ra te ly  and 
co m p le te ly  a s  p o s s ib le .  The em phasis was on th e  
need o f  making th e  income s ta te m e n t a h i s t o r i c a l  
summary, c o n ta in in g  every  v a r ie ty  o f reco g n ized  
expense and l o s e ,  so th a t  th e r e  m ight be no danger 
o f  o v e rlo o k in g  ite m s  absorbed  elsew here  (1 ,̂ <e , , in  
p a id - in  o r  ea rn ed  s u rp lu s  o r  in  su rp lu s  r e s e r v e s ) .
H ecommendation was made th a t  o u t - o f - th e -o rd ln a ry  
expenses and lo s s e s ,  p a r t i c u l a r l y  th o se  in  some 
way r e l a t e d  to  o th e r  y e a rs ,  be shown In  a s e p a ra te  
s e c t io n  w ith in  th e  Income s ta te m e n t;  th ro u g h o u t 
th e r e  was an i n s i s t e n c e  th a t  th e  one t e s t  f o r
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in c lu d in g  them  in  tb® c u r r e n t  incom e s ta te m e n t was 
t h e i r  r e c o g n i t io n  a® expense# o r  lo m m  during th e  
p e r io d  covered  by th e  s ta te m e n t ."4
A ccord ing  to  t h i s  c o n c e p t, th e  Income s ta te m e n t sh ou ld  
be " a U - i s e iu s i i r e "  o f  revenue  and revenue  c o a ts  r e c o g n ise d  
d u r in g  th e  p e r io d  o o v ered . C re d i ts  t o  earned s u rp lu s  would  
be l im i te d  to  n e t  income b a lan ce  tr a n s fe r r e d  from th e  incom e  
s ta te m e n t!  and r e d u c t io n s  in  earned  s u rp lu s  would be con­
f in e d  to  d iv id e n d s  end o th e r  d i s t r i b u t i o n  t o  s to c k h o ld e rs .
The American I n s t i t u t e  o f  A cco u n ta n ts  ta k e s  th e  
t h e s i s  t h a t  th e  income s ta te m e n t sh o u ld  em phasise th e  
r e l a t i o n s h i p  o f  item s to  th e  o p e ra t io n s  and to  th e  y e a r ,  end 
t h a t  th e r e  shou ld  be exc luded  from  th e  d e te rm in a tio n  o f  
n e t  income any m a te r ia l  e x tra o rd in a ry  item s w hich  a r e  n o t 
so  r e l a t e d .  T hus, th e  I n s t i t u t e  con tends t h a t  th e  incom e  
s ta te m e n t sh o u ld  be d es ig n ed  on a " c u r re n t  o p e r a tin g  
perfo rm ance" b a s i s .  The Committee on A ccou n tin g  P rocedure  
o f  th e  I n s t i t u t e  r e c e n t ly  s t a t e d :
. . i t  i s  p la in ly  d e s i r a b le  th a t  o ver  th e  
y e a rs  a l l  p r o f i t s  and lo s s e s  o f  a b u s in e ss  be  
r e f l e c t e d  in  n e t  incom e, bu t a t  th e  same tim e  has 
re c o g n iz e d  t h a t ,  under a p p ro p r ia te  c irc u m sta n c e s , 
i t  i e  p ro p e r to  ex c lu d e  c e r t a in  m a te r ia l  ch arges  
and c r e d i t s  from  th e  d e te rm in a tio n  o f  th e  n e t  
Income o f a s in g le  y e a r ,  even though th e y  c le a r ly  
a f f e c t  th e  cu m u la tiv e  t o t a l  o f incom e fo r  a
4 K ohler ,  0 £ .  g i t . . p . 2 .  Also s e e :  "A ccounting
p r in c ip le ®  bnderlyT ag  C orporate  F in a n c ia l  S ta te m e n ts ,*  
A c c o u n t in g  Hevlew. Vol. 1 6 ,  h o .  2 ,  June 194l»  PP* 133*139;  
P a to n  ana t i 1 1 l e t o n , pp. c l t . .  pp . 97*117*
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s e r i e s  o f  y s « r s .  In  harmony w ith  t h i s  v iew , I t  I s  
th e  o p in io n  o f  th e  o o sm itte e  th a t  th e r e  sh o u lT ~ba 
e  g e n e ra l  p re su E p tlo n  t h a t  a lT T teins of p r o f i t  and
. terMinlnl~tae figu re reported a£ netnTnooae.
_ a  aa ly , p p .a l b l» b r g e p t i a n  to  t h i s  jires .anp tibn  i n  
&&Y caae  would be w ith  yegpeot to  1  tarns wKioH~Tn 
th e  a g g re g a te  
t o  th e  com 1
H e n tM 5 & e  wita or do not resu lt from the usual
o r  fegpjftiii  huglnggg opgrgfToftg y ' t l^ g rT o d V '1 f  Sue .
o n ly  e x tra o rd in a ry  Item s such a s  th e  folTowTng may 
be exc luded  from  th e  d e te rm in a tio n  o f n e t income 
f o r  th e  y e a r , and th ey  should  be excluded when 
t h e i r  in  d u a l  on would Im pair th e  s ig n i f ic a n c e  o f 
n e t  income so t h a t  m is le a d in g  in fe re n c e s  m ight bo 
drawn th e re fro m :
(a ) M a te r ia l  ch a rg e s  o r c r e d i t s  (o th e r  than  
o rd in a ry  a d ju s tm e n ts  o f  a r e c u r r in g  n a tu re )  s p e c i­
f i c a l l y  r e l a t e d  to  o p e ra t io n s  o f  p r io r  y e a rs ,  such 
a s  th e  e l im in a tio n  o f unused r e s e rv e s  p rov ided  in  
p r io r  y e a rs  and a d ju s tm e n ts  o f  income ta x e s  f o r  
p r i o r  y e a r s ;
(b) M a te r ia l  ch a rg es or c r e d i t s  r e s u l t i n g  from 
u n usua l s a le s  of a s s e t s  n o t a c q u ire d  f o r  r e s a l e
and c o t  o f  th e  ty p e  in  which th e  company g e n e ra lly  
d e a ls ;
(c )  M a te r ia l  lo s s e s  of a type no t u s u a l ly  
i n u r e d  a g a in s t ,  suoh a s  th o se  r e s u l t i n g  from wars ,  
r i o t s ,  e a rth q u ak es  and s im ila r  c a l a m i t i e s  or  c a ta s ­
t ro p h e s  ex cep t where such lo s s e s  a r e  a r e c u r r e n t  
h azard  o f  th e  b u s in e s s ;
(d) The w r i t e - o f f  o f  a m a te r ia l  amount o f 
i n t a n g ib le s ,  such a s  th e  com plete e l im in a tio n  of 
g o o d w ill o r a trad em ark ;
(e ) The w r i t e - o f f  o f m a te r ia l  amounts o f  
unam ortlzed  bond d isc o  nfc or premium and bond is s u e  
expenses a t  th e  tim e o f th e  re tire m e n t o r  re fu n d in g  
o f th e  d e b t b e fo re  m a tu r i ty .” ?
5 A ccounting h e sea rch  B u l le t in  h o . 32. American 
I n s t i t u t e  of A ccountant® , Kew Y ork, December 1947, p» 263*
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For annual r e p o r t  p u rp o ses  th e  use of " a l l - i n c l u s i v e ” 
income s ta te m e n ts  i s  u rged  in  p re fe re n c e  to  s ta te m e n ts  based 
on th e  co n cep t o f  " c u r r e n t  o p e ra t in g  perform ance*" From th e  
s ta n d p o in t  o f  in v e s to r s ,  em ployees, and th e  g en e ra l p u b l ic ,  
t h e  fo llo w in g  p o in ts  a re  o f p e c u l ia r  im portance;
1 . The " c u r re n t  o p e ra t in g  perfo rm ance" income 
s ta te m e n t i s  i n  c o n f l i c t  w ith  th e  r e a l i t i e s  o f e n te r p r is e  
o p e ra tio n *  The " e x tra o rd in a ry "  occurrence®  a re  usual*
T hese can be a n t i c ip a te d  in  a l im i te d  way som etim es, but 
t h e i r  e f f e c t  shou ld  n o t be p e rm itte d  to  be minim ized by 
s h i f t i n g  ch a rg e s  t o  su rp lu s*  Management i s  r e s p o n s ib le  to  
s to c k h o ld e rs  and o th e rs  fo r  th e  a d m in is t r a t io n  o f a l l  
a s s e t s  end th e  Income s ta te m e n ts  p re fe ra b ly  show th e  e f f e c t  
o f  a l l  t r a n s a c t io n s *
2* The same ty p e  o f s ta te m e n t em phasizes th e  im­
p o r ta n c e  o f  n e t  income f o r  a g iv e n  y e a r ,  w hereas only a
s e r i e s  o f  n e t  income f ig u re s  a re  o f r e a l  s ig n if ic a n c e *  
C o n seq u en tly , th e  s e r i e s  o f  n e t  Income Item s should  in c lu d e  
th e  r e s u l t s  o f  a l l  o p e ra t io n s .  T here i a  no th in g  to  be 
ga in ed  by t r y in g  to  make more s ig n i f i c a n t  "e a rn in g s  p e r 
sh a re  f o r  th e  y e a r"  when a s in g le  suoh f ig u r e  l a  in h e re n tly
in s ig n i f io a n t*
3 . " M a te r ia lly  s i g n i f i c a n t  in  r e l a t io n  to  th e  com­
p any’ s n e t income" i s  such a broad concept t h a t  th e r e  I s
l i t t l e  i ' ^ sofj to  b e l ie v e  th a t  th e  I n s t i t u t e  Vs pronouncement
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w i l l  cause th e  d egree o f  eon a isten ey  in  p r a c t ic e  wM te 
i s  e s s e n t ia l  to  food  rep ortin g*
4* i f  a l l  manager® and a c c o u n ta n ts  knew %$mtK a l l  
jrt86rv@s and c o s t s  would a t some time have to  pas® through 
iaeome sta tem en t in  the determine t io n  o f n o t incom e, 
more aoou?8t9 e s tim a tes  could ba expected# An exam ination  
o f  o n ly  a  tern income sta tem en ts and s u rp lu s  account® r e v e a ls  
unwarranted charges and c r e d it s  to  n e t income and earned  
s u rp lu s  and th e  s h i f t in g  o f  income from one p e rio d  to  an o th er*
M  gSM XAm . M *2&  Q tw w  M &  M snadm  s i
S e t Incom e* In a d d it io n  to  th e  n e t  income v e rsu s  su rp lu s  
problem  a s o u tlin e d  above* th e re  i s  th e  s im i la r  b u t ©ppo- 
s i t e  problem o f  ch arg es or c r e d i t s  on th e  income s ta te m e n t 
m i  oh sh ou ld  be made to  s u rp lu s — some to  earned  s u rp lu s  and 
some to  p a id - in  su rp lu s . The I n s t i t u t e  has is s u e d  p ronounce- 
meats coverin g  problem s o f  t h i s  s o r t*  ^he fo llo w in g  b r i e f  
e x c e rp t  i s  s e lf -e x p la n a to r y :
“Adjustments r e s u l t i n g  from t r a n s a c t io n s  in  
the company's own c a p i t a l  stock*  am ounts t r a n s f e r r e d  
to and from a c c o u n ts  r e p r e s e n t in g  a s e g re g a tio n  or 
appropriation of s u r p lu s  o r  g e n e ra l con tingency  
and inventory reserves such a s  th o s e  d e a l t  w ith  In  
B u lle t in s  28 and 31* and adjustm ent®  made p u rsu a n t 
to a q u a s i - r e o r g a n iz a t io n ,  sh o u ld  be excluded  from  
the determination of n e t  income under a l l  circum ­
s ta n c e s # 11®
6 A ccoun ting  he*eareh B u l le t in  Ho* 32* l q c . P i t *
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The exam ples o f p r a c t ic e s  g iv en  below a r e  ty p ic a l
c a s e s  In  which n e t  income I s  u n n e c e s s a r ily  obscured*
1* Th© 1946 income s ta te m e n t  o f  Goodyear T i r e  &
Bubber Company shows two Im proper charges a g a in s t  th e  n e t
income f o r  th e  y e a r :
P ro v is io n  f o r  p o s s ib le  lo s s  on
fo re ig n  In v e s tm e n ts   .............# 5 ,000 ,000
P ro v is io n  f o r  c o n t in g e n c ie s , 
in c lu d in g  c o s t s ,  in v en to ry
v a lu a t io n s  and p r i c e s .......................... . . . .  10 ,000 .000wfMs.m
In  a d d i t io n  to  th e s e  re s e rv e  p ro v is io n s ,  th e  p r e s i ­
d e n t ’ s l e t t e r  r e p o r t s  o th e r s  t o t a l i n g  1 2 ,7 0 0 ,0 0 0 , in c lu d in g  
a 11 ,000 ,000  ch a rg e  a g a in s t  Income a s  ex p la in e d  In  th e  
e x c e rp t below* T hese th r e e  ch a rg es  ($16 ,000 ,000) amount to  
more th a n  th e  r e p o r te d  n e t  income f o r  1945 and a lm o s t 
tw o - th i r d s  o f  th e  r e p o r te d  n e t  income f o r  1946* The "Con­
t in g e n t  and M isce llan eo u s  F e se rv e a” a t  th e  end o f 1946 
exceeded $ 3 6 ,0 0 0 ,0 0 0 , doub le  th e  b a lan ce  a t  th e  end 'o f  1945, 
and more th an  20 p e rc e n t o f  th e  s to c k h o ld e r  eq u ity  a s  shown 
in  th e  c a p i t a l  s to c k  and s u rp lu s  s e c t io n  o f  th e  b a lan ce  
sh ee t*  From th e  d a ta  in  th e  r e p o r t  th e  co n c lu s io n  i s  
in e v i t a b l e  t h a t  th e  $ 1 6 ,000 ,000  charge a g a in s t  n e t  Income 
i s  in te n d e d  to  "norm alize '*  e a rn in g s . Thera i s  a bold adm is­
s io n  to  t h i s  e f f e o t  w ith  r e fe re n c e  to  th e  $1,000,000 Item :
"The in c e n t iv e  p r o f i t  s h a r in g  p lans  under 
which o f f i c i a l  and o th e r  K.oy p e rsonne l  of th e  
c o n s o l id a t e d  com panies a r e  p a r t i a l l y  compensated
on a  eo h tlag e n b  b a s i s ,  and w h ich , as  amended from 
tim e to  tim e , have been  in  e f f e c t  f o r  a p e r io d  
o f  n in e te e n  y e a r s ,  r e s u l t e d  in  th e  payment o f 
#750,000 based on e a rn in g s  f o r  th© year*
“Under th e s e  p la n s  a s  now in  e f f e c t  th e  con­
t i n g e n t  com pensation  I s  f ix e d  a t  an  amount equa l 
to 1G$ o f  th e  c o n s o lid a te d  n e t e a rn in g s  r e a l i s e d  
over and above 5$ o f  t h e  c o n s o lid a te d  av erag e  
book v a lu e  d u rin g  th© y e a r  o f  th© o u ts ta n d in g  
c a p i t a l  s to c k s  o f  th e  Company, s u b je c t  t o  a ,.-  
maximum l i m i t a t i o n  f ix e d  a n n u a lly  by th© Board 
( c u r r e n t ly  #750,000) on th e  amount d i s t r i b u t a b l e  to  
p a r t i c i p a n t s  f o r  any y e a r «
“The Board o f  D ire c to r s  h as  a u th o r is e d  th© 
c r e a t io n  a s  a charge a g a in s t  e a rn in g s  o f  a re s e rv e  
for th e  purpose o f  augm enting  paym ents under th e  
plans in  f u tu r e  y e a rs  when c u r r e n t  earning© m ight 
be i n s u f f i c i e n t  to  p e rm it ad eq u a te  paym ents th e r e ­
under* The r e s e rv e  c o n s is t s  of # 1 ,0 0 0 ,0 0 0  which 
was charged a g a in s t  1916 e a rn in g s  and a d d i t io n s  
to  su ch  r e s e rv e  o u t  o f  e a rn in g s  in  su b seq u en t 
years w ill be made when e a rn in g s  may be more th an  
s u f f i c i e n t  to  p ro v id e  f o r  maximum paym ents under 
th e  p lan s*  The r e s e rv e  w i l l  no t o p e ra te  to  in ­
c re a s e  th e  amount d i s t r i b u t a b l e  in  any y ea r above? 
th e  maximum, which a t  p re s e n t  i s  #750,000* The 
reserve and th e  p la n s  a r e  s u b je c t  to  an n u a l r e ­
c o n s id e ra t io n  by th e  B o a r d
2 . West V ir g in ia  Pulp  and P aper Company shows 
“S e t g a in  (o r  lo ss) on d is p o s a ls  o f s e c u r i t i e s  and p ro p e r ty , 
e x c lu s iv e  o f  t im b e r” in  income s ta te m e n t and “P r o f i t  on 
s a l e  o f  t im b e r” (a mush l a r g e r  am ount) as  a c r e d i t  to  
surplus* At l e a s t  th e  two item s should  b© t r e a te d  c o n s is t -  
en tly •
? 1946 Annual Report*
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3« On th e  o th e r  hand, S w ift and Company ib o v i 
l a  l t a  Ineome a s u b s ta n t ia l  itam  t i t l s d  "Less on
s a l e ,  d ia o a i i t l in g  and ra tire iB a n t of f ix e d  p ro p e r ty , e t c . — 
net" , w hereas two l a r g e  1 teats " a p p lic a b le  to  p r io r  y e a r s ” 
er e  c a r r ie d  d i r e c t l y  to  su rp lu sa
4* N a tio n a l B rew erie s  L td , c a r r i e s  t h r e e  r e l a t i v e ­
ly  sm a ll i t  e s s  d i r e c t l y  to  s u r p lu s .
Surplus Statements
The r e p o r t in g  o f a l l  incom e ite m s  in  th e  Income 
s ta te m e n ts  would make an ea rn ed  su rp lu s  s ta te m e n t u nnecessary  
o r  re d u c e  i t  t o  one o f r e l a t i v e  un im portance. The " e x t r a ­
o rd in a ry "  ch a rg e s  and c r e d i t s  to  Income shou ld  be c l e a r ly  
i d e n t i f i e d  in  th e  body o f  th e  income s ta te m e n t, bu t on ly  
one n e t  income f i g u r e  sh o u ld  ap p ea r on th e  s ta te m e n t. The 
f ra n k  G. S h a t tu c k  Company fo llo w s  t h i s  p lan  very  e f f e c t i v e l y .  
A ll in e o se  item s a r e  charged  on th e  Income s ta te m e n t. In  
th e  ea rn ed  s u rp lu s  s e c t io n  o f th e  b a lan ce  sh e e t th e  ba lan ce  
a t  th e  b eg in n in g  o f th e  y ea r i s  shown, n e t Income fo r  th® 
y e a r  i e  ad d ed , and  d iv id e n d s  p a id  du r in g  th e  yea r  are* 
d ed u c ted . An ea rn ed  s u rp lu s  s ta te m e n t i s  n o t n e c e ssa ry .
The I n te r n a t i o n a l  H a rv e s te r  Company shows d iv id en d s  d e c la red  
and "Net income r e ta in e d  f o r  use In  t h e  b u s i n e s s 1* below th e  
income s ta te m e n t .  An a n a ly s is  o f  s u r p lu s  appear® in  two 
s c h e d u l e s  I n s t e a d  o f in  th e  b a lan ce  s h e e t .  The p re s e n ta tio n  
o f  Frank C. S h a ttu o k  Company i s  recommended.
3 0 4
l a  29 o th e r  r e p o r ta  th® earned surplus analysis 
I s  oombined w ith  th e  ineome statement. Where e x tra o rd in a ry  
c h a rg e s  a r e  made to  surplus, the combined s ta tem en t of in­
come and earned  surplus m inim ises to some decree the possi­
b i l i t y  o f lo s in g  s ig h t  o f  suoh charge® in calculating the 
com pany's lo n g -ru n  n e t  income.
In  68 o f th e  r e p o r t s  th e  s u rp lu s  a n a ly s is  1® shorn 
I s  a s e p a r a te  s ta te m e n t o r s ta te m e n ts .  In the case  of 16 
of th e s e  r e p o r t s ,  th e re  a re  s e p a ra te  earned surplus s t a t e ­
m e n ts , In  18 r e p o r t s ,  s e p a ra te  s ta te m e n ts  fo r  earned s u r ­
p lu s  and p a id - in  s u rp lu s  a r e  g iv e n . T h ir ty -tw o  o f th e  
r e p o r t s  o o n ta in  a c l a s s i f i e d  s u rp lu s  s ta te m e n t— su rp lu s  
b e in g  shown by ty p e s  w ith in  th© one statement. The Flomb 
Tool Company r e p o r t  does n o t contain a s u rp lu s  s ta te m e n t 
n o r  even an in d ic a t io n  o f  th e  amount o f s u rp lu s .  Two 
o th e r  r e p o r t s  o o n ta ln  a " s u rp lu s  s ta tem en t"  in  which earned 
and p a id - in  s u rp lu s  Item s a re  combined without any d i f f e r ­
e n t i a t i o n .
A. prim ary  w eakness in th e  reports is the failure 
to  ahow s u rp lu s  r e s e rv e s  in  the proper relationship to 
surplus i n  the b a la n c e  s h e e t and in  surplus statements. 
Seventy-three of the r e p o r t s  contain one or more "reserve” 
items (most of which a r e  s u rp lu s  reserves) on the balance
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s h e e t  betw een th e  l i a b i l i t y  and p ro p r ie to r s h ip  s e c tio n ® .3 
I t  i s  th e  e x c e p tio n a l  s u rp lu s  a n a ly s is  w hich In c lu d e s  
s u r p lu s  r e s e rv e s
A w eakness o f s p e c ia l  Im portance to  s to c k h o ld e rs  Xb 
the fa ilu re  to  show s e p a ra te ly  th e  su rp lu s  fo r  th® p a re n t 
oompa&y and the o th e r  consolId a te d  com panies. The S tandard  
Oil Company (hew Jersey) r e p o r t  1® th® o n ly  on® no ted  in  
which suoh a breakdown i s  given. S ev e ra l r e s t r i c t i o n s  on 
the use of surplus w ere n o ted  e i t h e r  in  th® body o f  th e  
earned surplus statement or in  a n o te  to  th e  f in a n c ia l  
statem ents. All re s tr ic tio n s  shou ld  be s p e c i f ie d .
D iv idends
A r e c e n t  p u b llc -o p in io n  p o l l  r e v e a ls  t h a t  on® th i r d  
of th e  people th in k  b u s in e s s  in  g e n e ra l I s  tasking too  much 
p ro f i t .  Mere " b ig n e ss"  was o f te n  tak en  t o  man h igh  p r o f i t s .  
The public*s e s t im a te  o f  p r o f i t s  averaged  25 p e rce n t on bo th  
s a le s  and c a p i t a l  i n v e s t e d . T h e  f a c t  th a t  people do n o t
8 See C hap ter 6 , pp . 237-211.
9 The Cudahy la c k in g  Company and the Food Machinery Corporation reports are notable exceptions.
10 s e e "The Public’s acceptance of th® Facts and 
F ig u re s  o f b u s in e s s  A c c o u n tin g ,” A su rvey  fo r  th e  C o n tro l le r -  
s h ip  foundation, I n c . ,  O pinion research C o rp o ra tio n , Prince­
t o n ,  bev J e r s e y ,  a rc h  19 , 1947, PP* 4-3•
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the tru th  nbout business 1® r i g h t f u l l y  deplored* I t  
I s  fu rth er observed th a t the Judgment o f h igh  p ro fit®  m y  
be based on th e  amount o f p ro fit and th a t  t h i s  amount i s  
not re la ted  t o  the cap ita l In v es tm en t. These and o th e r  
point® in  the survey report ra ise  th e  q u e s tio n  o f  what 
managements have been te ll in g  a b o u t t h e i r  earning® , d iv i­
dends, re tu rn  on c a p i t a l  in v estm en t in  annua l r e p o r t s .
Preferred Stock Dividend®. F i f ty - n in e  o f  th e  100 
corporations whose reports a r e  Included in  th e  s tu d y  have 
preferred stock outstanding* O ther th a n  an in d ic a t io n  in  
the surplus ana ly sis  of the amount o f p r e f e r re d  d iv id e n d s , 
together w ith the dividend ra te , r e l a t i v e l y  few r e p o r t s  
contain additional coverage on p r e f e r re d  d iv id en d s*
Earnings ooverage for preferred sh a re s  i s  n o t 
o rd in arily  given* Coverage we® noted  in  o n ly  fo u r  re p o r ts*  
Of these four, th ree of the companies have bonds p reced in g  
the  preferred stook. I t  was d is a p p o in tin g  to  f in d  t h a t  
in  each case11 the p r io r  deductions method was used in  
computing the number of times the annual p re fe r re d  d i v i ­
dends were earned. Instead, i t  i s  a b s o lu te ly  e s s e n t i a l  
th a t the bond In te re s t and p re fe r re d  d iv id en d  be taken
X1 American Kolling Mill Company, In ternational 
M i n e r a l s  h Chemical Corporation, and Universal Pictures 
Company, la e .
30?
SfiSSS&SK,*12 “S0»ala«« p w  a&are" o f  pref«r*«d stook  i» s
sXgaifieaaee and should be calculated mere often and 
06W8etly In the re p o rts» To be of moot v a lu e ,  however* 
th e  f ig s r t  should be av ailab le  for a se rie s  o f  y e a r s *
A number of repo rts  show by way o f  a  tsb l©  o r  c h a r t  
the amount of p referred  dividends p a id  fo r e&eh o f  s e v e r a l  
foars* Amounts peid have l i t t l e  m eaning when g iv e n  w it boo t 
re la tio n  to  the stook outstanding* p a r  or o th e r  v a lu e  p e r  
share* d iv id en d  rate* or times p r e f e r r e d  d iv id e n d  require** 
m e a t s A note to  the o f fs e t th a t p r e f e r r e d  d iv id e n d s  
have been paid reg u la rly  fo r a g iv e n  p e r io d  o f  t im e  would 
serv o  esse n tia lly  th e  same purpose a s  a  l i s t  o f  amounts*
$ m m  M  M li& sa& d* M n e ty -tw o  o f  th e  r e p o r t s  
show fo r  one or more y e a rs  d iv id e n d s  p a id  p er s h a re  o f  
common stock . Eighty-seven r e p o r t s  show th e  e a rn in g s  p e r  
share* and 22 show the book e q u ity  p er sh a re*  In  a d d i t io n  
t o  of i s  commotion w ith * p er share** p re s e n ta t io n s *  am ounts 
paid are o ften  show n. A few  reports  c o n ta in  amounts p a id
12 gft* Benjam in Graham and David L« Dodd* g e f ta r i t r  
Anaiyftifl. xot ed .*  M cGraw-Hill Book Company, Inc., M m  York, 
1934* p .  166 .
13 The am ounts g iven  f o r  30* 45* and 45 y e a r s  by 
G en e ra l M otors Corpora t i n ,  Kastman Kodak Company* and United 
S ta te s  S te e l  C o rp o ra t io n  r e s p e c t iv e ly  a r e  of little value 
t-h^ngh g iv e n  f o r  a  lo n g  p e r io d  of  y e a r s ,  fh e  f a c t  t h a t  
K astm an9s d iv id e n d  payment has  remained th e  same since 19$5 
does t e l l  one th a t  th e  p r e f e r re d  s t o c k  outstanding na& 
rem ained  unchanged .
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f o r  a  long; p e rio d  of y e a rs  b u t "p e r sh a re "  data for only 
on© o r  Uvo years*  Two r e p o r t s  contain market value per 
s h a re  f ig u r e s  f o r  a ae rie®  o f  years*  Thus* fo u r  different 
"p e r sh a re "  f ig u r e s  a r e  used in  th e  r e p o r t s .
K ern ings P e r S h a re * The earnings rate or annual 
e a rn in g s  p e r share*  ex p ressed  either In dollars or as a 
pereen~ age o f  a $100 p a r  v a lu e , i s  o f te n  used a® a basis 
o f  a p p r a i s a l  o f  th e  "v a lu e "  o f  GQtmon stook* Too often* 
th e  f i n a n c i a l  p r e s s  and in v e s to r s  g iv e  too much weight 
t o  c u r r e n t  o r  p a s t  "p e r  share" earnings* Financial expert®* 
a c c o u n ta n ts ,  and o th e r s  a r e  aware of the probable e r r o r  
in  every  " e a rn in g s  p e r share" f ig u re  and t h a t  such figures 
can  o n ly  be used as  a cu e  to estimating future earnings 
p e r  share*  Income s ta te m e n ts  and "earnings per share" 
f i g u r e s  a r e  s i g n i f i c a n t  to the extent that they can throw 
l i g h t  on th e  e a rn in g  c a p a c ity  of th e  business* Do annual 
r e p o r t s  c o n ta in  s u f f i c i e n t  and valid earnings per share data?
The 8? r e p o r t s  g iv e  e a rn in g s  p er share f o r  the num­
b e r  o f y e a rs  as  shown below:
1 6 - 1  y e a r  
2 5 - 2  y e a rs  
1 - 3  y e a rs  
1 - 4  y e a rs  
1 1 - 5  y e a rs  
5 - 6  y e a rs  
3 - 7  y e a rs  
1 - 8  y e a rs  
1 - 9  y e a rs  
9 - 1 0  y e a rs
3 * I I  years
1 * 12 years
2 -  15 years
3 - 1 8  years  
1 - 2 0  years  
1 - 2 1  years  
1 - 2 2  years  
1 - 4 8  years
1 - 5 0  years
I t  I s  obvious that* th e se  annual r e p o r ts  t e i d t o  
s t r e s s  the im portance o f  e a rn in g s  p e r  s h a re  f o r  one, tw o, 
or a few  years* Only 3$ per sen t o f  t h e  r e p o r t s  c o n ta in  d a ta  
fo r  more than f iv e  y e a r s ,  and c e r t a in ly  a f iv e - y e a r  span 
i s  to o  sh ort*  Far share data  sh o u ld  be g iven  fo r  a t  l e a s t  
a ten -y ea r  period*
T here a r e  some w eaknesses o f  l e s s  im p o rtan ce  in  
some o f  th e  p re s e n ta t io n s *  In s te a d  o f showing "e a rn in g s  
per s h a r e ,"  th e  C a r r ie r  C o rp o ra tio n  u ses " a v a i la b le  p e r  
oommon sh a re * "  "A v a ila b le "  i® th e  wrong w ord, and p a r t i c u ­
l a r ly  in  t h i s  ca se  when e a rn in g s  p e r  sh a re  were 53 c e n ts  
fo r  1945 and 3 cen ts  f o r  1946* The Duplan C o rp o ra tio n  
g iv e s  " p r o f it  p e r  sh a re”14 f o r  1945 &nd 1946, "earning®  
p e r  s h a re "  fo r  1945 and 1946, and "ea rn ed  on common" f o r  
1937 through 1946* T h is  r e p r e s e n ts  unnecessary  d u p lic a ­
t io n  and d e f in i t e  overem phasis o f  th e  im portance o f  th e
Like many rep ort w r i t e r s ,  soxaeone w ith  C a r r ie r  
and Duplan sought new term s. Many in n o v a tio n s , in c lu d in g  
th e s e ,  in  current rep o r ts  do not make th e  d a ta  more accu­
r a t e ,  com plete, c le a r ,  or i n t e r e s t i n g .
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d a t a .  I t  l a  s ta te d ' th e  Walt D isney ^ re d u c t io n s  r e p o r t  
t h a t :
“Mat income a f t e r  a l l  charge® f o r  th e  1946 
f i s c a l  y e a r  was $199,602 , T h is  was equal,- a f t e r  
p ro v id i ng fo r  p r o f a n  ad d iv id e n d s  accum ulated 
d uring th e  y e a r  b u t n o t p a id , to  26 c a n ts  a 
share on th e  652,640 s h a r e s  common s to c k  now 
o u ts ta n d in g ,"15
A s im ila r  s ta te m e n t i s  made p e r ta in in g  t o  1945*
I t  i s  doubted t h a t  e a rn in g s  per sh a re  on th e  common has 
say  s ig n if ic a n c e  when p re f e r r e d  d iv id e n d s  a r e  n o t b e in g  
d eclared*
Common D ividends P a id  P e r S h a re , Hot a s  much
• M M M M M M e  M M M W W M P H M  M M h N M i  M M W l *  H I M M W B 9
d iv id en d s p e r  sh a re  d a ta  was in c lu d ed  in  th e  r e p o r t s  a s  
f o r  e a rp lu g s  p e r  s h a re .  The 92 r e p o r t s  g i v e  d iv id e n d s  p er 
share f o r  th e  number o f  y e a rs  a s  shown below:
33 - 1 year
19 - 2 years
3 - 3 years
2 - 4 years
6 - 5 years
2 - 6, years
4 - 7 years
1 - 3 years
7 - 10 years
2 tm t 11 years
1 - 15 years
2 - 13 years
1 «» 20 years
1 - 21 years
1 - 22 years
1 - 48 jcars
1 - 50 years
1 9 4 6  A n n u a l  R e p o r t ,  p .  5*
311
Only 26 p e rc e n t  o f  th© r e p o r t s  c o n ta in  dividend©  
p e r  s h a re  d a ta  fo r  more th a n  f i v e  y e a rs  a s  compared w ith  
j g  p e r c e n t  f o r  e a rn in g s  p e r  sh a re  d a ta#  S im i la r ly f 62 
p e r c e n t  o f  th© r e p o r t s  g iv e  d a ta  f o r  o n ly  on© o r two y e a rs  
w hereas th©  co m p arab le .e a rn in g s  p e r sh a re  p e rc e n ta g e  i s  
47 p e rc e n t*
The d iv id e n d  rat®  and re c o rd  a r e  im p o rta n t constd-* 
© ra tio n s  i n  in v e s to r  d e c is io n s #  The d iv id e n d  re c o rd  
sh o u ld  b e  s tu d ie d  in  r e l a t i o n  to  th e  e a rn in g s  r e c o rd ,  b u t 
o f  t h e  tw o th e  d iv id e n d  r e c o rd  i s  o f  f a r  more im portance# 
E m phasizing  e a rn in g s  to  s to c k h o ld e r s ,  em ployees, and o th e r s  
i n  p r e fe re n c e  to  d iv id e n d s  i s  u n fo rtu n a te #  Th© Im p re ss iv e  
e a rn in g s  p e r  s h a re  f ig u r e s  su g g e s t h ig h  p r o f i t s  f o r  th e  
b e n e f i t  o f s to c k h o ld e rs#  Employees ta k e  t h i s  to  mean th a t  
h ig h e r  wages sh o u ld  be p a id  and o th e r s  t h a t  p ro d u c t p r ic e s  
sh o u ld  be low ered# The s to c k h o ld e r  te n d s  to  " v a lu e ” h is  
s to c k  in  term s o f  th© p e r  sh a re  e a rn in g s  showing# The 
e n t e r p r i s e  d e f i n i t e l y  weakens i t s  own case  w ith  employee©, 
th e  p u b l ic ,  and p o s s ib ly  w ith  s to c k h o ld e r s , by em phasizing  
e a r n i n g s 'r a th e r  th a n  d iv id e n d s#  S to ck h o ld e rs  shou ld  d i s ­
coun t t h e i r  i n t e r e s t  in  th e  e a rn in g s  which a r e  w ith h e ld  as 
s to c k h o ld e r s  u s u a lly  ueriv©  much g r e a te r  b e n e f i t s  from 
d iv id e n d  payment© th a n  from  a d d i t io n s  to  su rp lu s*
16 T h is  i s  t r u e ,  ac co rd in g  to Graham and Dodd, 
becau se  e i t h e r :  ” (a ) th e  r e in v e s te d  profits fa i l  to add
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D ividend  P o lic y  t z p l a n a t io n s . Twelve o f th e  
r e p o r t s  c o n ta in e d  e x p la n a tio n s  o f  d iv id en d  po licy *  Most o f 
th e s e  s ta te m e n ts  a r e  g e n e r a l i s a t io n s  in te n d e d  to  show s to c k ­
h o ld e r s  t h a t  th e y  a r e  b e in g  b e n e f i te d  th ro u g h  th e  w ith ­
h o ld in g  o f  a p o r t io n  o f  ea rn ings*  U n ited -H ex a ll Drug; I n c . 
and S im p lic i ty  P a t te r n  C o ,, I n c .  a tte m p t to  prove th e  
v a l i d i t y  o f  t h e i r  re a so n in g  by r e f e r e n c e  to  c h a r t s .  The 
p r e s id e n t  o f  K e x a ll s t a t e s :
"On th e  b a s i s  o f  o p e ra t in g  r e s u l t s  a t  th e  
e lo s e  o f  th e  t h i r d  q u a r te r ,  1946, th e  D ire c to r s  o f 
your Company d e c la re d  on November 25, 1946, a 
d iv id e n d  o f 12# o e n ts  a  sh a re  on th e  o u ts ta n d in g  
s h a re s  o f  #2*50 p a r v a lu e  common s to c k , p ay ab le  
Jan u a ry  2 , 1947, to  s to c k h o ld e r s  o f  re c o rd  a s  o f  
th e  c lo s e  o f  b u s in e s s  December 9 , 1946. T h is  was 
th e  f i r s t  d iv id e n d  p a id  on th e  common s to c k  o f 
you r Company s in c e  1937* On F eb ruary  26, 1947, 
th e  D ir e c to r s  o f  your Company d e c la re d  a n o th e r  
d iv id e n d  o f  1 2 | c e n ts  a sh a re  on th e  o u ts ta n d in g  
s h a re s  o f  #2*50 p a r  v a lu e  common s to o k  o f  your 
Company, p ay a b le  A p ril  2 , 1947, to  s to c k h o ld e rs  
o f  re c o rd  a s  o f  th e  c lo s e  o f  b u s in e s s  March 10 ,
1947, These two d iv id e n d s  re p re s e n t  th e  payment 
o f  #865,840 to  s to c k h o ld e r s .
"P re v io u s  to  th e s e  d iv id e n d s , your Board o f 
D ir e c to r s  b e lie v e d  i t  a d v is a b le  to  r e t a i n  ea rn in g s  
f o r  g e n e ra l  c o rp o ra te  p u rp o ses . The b e n e f i t s  o f 
t h i s  p o l ic y  a r e  r e f l e c te d  in  th e  In c re a s e s  in  th e  
book v a lu e  o f  th e  common sh a re s  d u rin g  th e  p a s t  
f i v e  y e a rs  (C h art I V ) . "*7
p r o p o r t io n a te ly  to  th e  e a rn in g  power, o r (b) th ey  a re  n o t 
t r u e  • p r o f i t s ’ a t  a l l  b u t r e s e rv e s  which had to  be 
r e ta in e d  m erely  to  p r o te c t  th e  b u s in ess" .--G rah am  and Dodd, 
op . c l t . ,  p .  337.
1 7  1 9 4 6  A n n u a l  R e p o r t  o f  U n i t e d - R e x a l l  D r u g ,  I n c . ,
p *  3»
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la r n ln g s  were re ta in ed  "for g en sr a l corporate pur­
poses*  fo r  a te a -y e e r  period. Management hopes to justify  
t h i s  a c t io n  fey r e fe r r in g  to increases in book equity .par
&S£B SS3BL !M  JkSSl .yeara. Do you wonder about book 
e q u ity  during th e  other fiv e  years? In any ease* book 
eq u ity  in ereaaea  cannot p o ss ib ly  substantiate th© "benefits" 
o f  tfee p o lic y ,!®
S im p lic ity  P attern  Co.* In c . exp lains*
" S im p lic ity  has consistently reinvested moat 
o f  i t s  expanding earnings in the business. These 
ch a rts  show how t h i s  p o lic y  has strengthened the 
Company's f in a n c ia l  position over the past ten 
y e a r s . Hat worth up 200 per c e n t . Working capital 
up 490 per c e n t . During t h i s  period* too* th® ratio  
o f  current a s s e t s  to  curren t l ia b i l i t ie s  has risen 
from 1 .4  to  1 . to  3 .2  to l .* 1 9
1® Two r e la te d  p o in ts  are interesting. Another 
ch a rt shows th a t earn in gs per share decreased consistently  
from 1941 through 1943* Kernings per share are a b e tte r  
in dex  o f  th e b e n e f it  to  stock h o ld ers of reta in ed  earnings 
than are  book va lu e f ig u r e s .
The fo llo w in g  announcement from the president 
means th a t th e  Company's executives benefited from the policy;
"In february* 1946* your Board of Directors approved 
a p r o f it - s h a r in g  and in c e n tiv e  plan for Company executives.
At th e ir  own request* the Chairman of your Board and your 
P resid en t were s p e c i f i c a l ly  excluded from the plan* On the 
b a s is  o f  the form ula approved by the Board* the maximum sum 
a v a ila b le  fo r  1946 as a d d itio n a l compensation for executives 
amounted to  #267*450, The Board, however* voted to lim it 
th e  amount to  #200*000."
The ex e c u tiv e s  rece iv ed  a bonus in on® year amount­
in g  to almost one-fourth of common stock dividends in ton
y e a r s t .
194® Annual Keport, p. 6.
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Three M r ch arts thaw "Working C a p ita l,w "Met 
Worth*" aM  "H rofite fro© Sal® of Patterns* for 1937 and 
1946 . Suoh chart® always cause on# to wood or what happened 
In the in terv en in g  y ea r s . 4 m isplaced suboaption in  the 
••Fr© fits from S a le  o f  P atterns" chart shows "Before faxes. n 
P r o f i t s  "before taxes"  i s  shown a t  #9®#>343* The income 
statem ent shows th a t p r o f it  " a fte r  taxes" was #$63*343*
In view  o f  th e  purpose o f  the c h a r t , to g iv e  any figure 
oth er  than n e t income for th e  year i s  Inaccurate. How­
ever* th e  d a ta  in  n e ith e r  o f  the ch arts can prove the point. 
The b est way to  support th e  w ithhold ing  of earn ings would 
be to  show th a t the r a te  o f  return on the Investm ent has 
In creased  over th e  period o f  th e w ith h o ld in g s .
These two rep o r ts  tr y  to  exp la in  th e  p ast d ividend  
rcoord . The fo llo w in g  one makes a promise for the futures
"During th e  f i s c a l  y ea r 1945-46* r e g u la r  
d iv id en d s o f  25i cen ts  p e r sh a re  and e x tra  d iv id e n d s  
o f  10 ee n ts  p er sh a re  w are p a id  to  h o ld e rs  o f  th e  
Company's Common S tock .
"On October 29* 1946 th e  Board o f D ire c to rs  
voted  to  In crease  t i e  r e g u la r  Common S tock  d i v i ­
dend to  40 cen ts  p e r sh a re  per annum and a l s o  
approved an e x t r a  d iv id e n d  f o r  th e  f i n a l  q u a r te r  
o f  th e 1945-46 f i s c a l  year* o f  5 c e n ts  p er ©hare.
" if  operation® n e x t y ear conform to  th® bud­
geted  p lan s o f  th e  Company* lo th  th e  new r e g u la r  
dividend  and the ex tra  d iv id e n d s  can be paid* which 
w i l l  r e s u lt  in  a t o ta l  annual d iv id en d  o f 60 c e n ts  
per sh a r e ."20
2 0  1 9 4 6  A n n u a l  B e p o r t  o f  t h e  D r a o k c t t  C o m p a n y *  p .  9*
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Book B qu lty  P e r ik a .ro , Graham and Bodd d e term in e  
Oka book eq u ity  par s h a re  o f  oowmn s to c k  by ad d in g  up a l l  
th e  ta n g ib le  a s s e t s ,  s u b t r a c t i n g  a l l  l i a b i l i t i e s  and s to c k  
I s s u e s  a bead of th e  ooamon, and then  d iv id in g  by th e  number 
o f  s h a r e s .2 i Thus, e q u ity  par sh a re  i s  an av e rag e  d e r iv e d  
fro® th e  balance sh eet a s  e a rn in g s  par sh a re  i s  an average  
d er iv ed  fro® th e  income s ta te m e n t ,  As th e  Income s ta te m e n t 
i s  r e la t iv e ly  more im portant than th e  b a la n c e  s h e e t , so 
eq u ity  per share I s  n o t as s i g n i f i c a n t  a s  e a rn in g s  p e r  s h a re . 
In v e s to r s  should p la ce  l i t t l e  w e ig h t on book v a lu e  p e r sh a re  
showing but they  may p r o f ita b ly  compare book v a lu e  p e r sh a re  
w ith  th e  market p r ic e  per sh are .
Twenty-two o f  th e  r e p o r ts  c o n ta in  e q u ity  p er sh a re  
d a ta . The fo llo w in g  breakdown shows th e  number o f  y e a rs  
fo r  which th e  d a ta  i s  g iv en :
$ -  2 y ears
1 - 3  years
2 - 5  years
3 - 6  y e a rs
1 - 7  years
4 - 1 0  years
1 - 1 1  y ea rs
1 - 1 5  years
1 - 1 8  years
21 I h ld . . p . 485. I f  ta n g ib le  a s s e t s  a re  on th e  
books, th e  Formula w i l l  not g iv e  book v alue  p e r  s h a re .  
S s e e p t  fo r  a co n serv a tiv e  b ias* th ere  i& no in h e re n t  J u s t i ­
f i c a t i o n  fo r  om ittin g  g o o d w ill and other in ta n g ib le s  from 
th e  a s s e t  l i s t .
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Only f i f t y  p e rc e n t  o f  th e  r a p o r t s  contain d a ta  f o r  
m ere th a n  f i v e  y e a r s .  At l e a s t  a p e rio d  o f te n  y e a rs  l a  
in d ic a t e d .
Market Value P a r S h a re # Two o f  th e  rep o rt®  g iv e  
seme market in form ation  oa common s to c k . M innesota Minting 
fc M anufacturing Company give® ^approxim ate m arket v a lu e  a t  
end o f  year" fo r  th e  l a s t  16 y e a r s ,  and B alden M anufactu ring  
Company g iv e s  th e  fo llo w in g  summary from  t r a n s a c t io n s  in  
i t s  s to ck  on th e  Chloago s to c k  Exchange f o r  1942 th rough  
194$: sh ares tra d ed , h ig h , low , c lo s e ,  y e a r ly  n e t  change.
I t  i s  b e lie v ed  t h a t  th e s e  two com panies have tak en  
a p r o g r e ss iv e  s tep #  Manageamnts who want to  g iv e  th e  p u b lic  
"the fa c ts"  and to  educate th e  p u b lic  to  a b e t t e r  u n d e rs ta n d -  
la g  o f  " p r o f it ,"  "corporate e n te r p r ise ,"  e t c .  shou ld  weigh 
c a r e fu l ly  th e  d e s ir a b i l i t y  o f  oomparlng f o r  a p e r io d  of 
tw enty y e a rs  the fo llo w in g  "p e r  sh a re "  d a ta :  E a rn in g s ,
d iv id e n d s , e q u ity , market v a lu e . T hese management g roups 
must In clu d e data on th e  d iv id e n d  and e a rn in g s  r a t i o s  f o r  
a p eriod  o f y e a r s .22
22 Oraham and Dodd d e f in e  th e s e  te rm s a s  fo llo w s :
"The d iv id e n d  r a t i o , d iv id en d  r e tu r n  o r d iv i ­
dend y i e l d ,  i s  t h e . r a t i o  o f '" th e  d iv id en d ' paid  to  th e  m arxet
p r i c e  ( e .  j£ . , a s to c k  p ay in g  $6 a n n u a lly  and s e l l i n g  a t  120 
h as  a  d iv id e n d  r a t i o  o f  5%).
"The earnings r a t i o , mqnlm ®  r e tu p . or 
in x s  y ie ld  i s  the r a t io  o f th e  annual e a rn in g s  to  the  
market p r ic e  («>. , a stock  ea rn in g  "J6 and s e l l i n g  a t  30
Shows an earnings y ie ld  o f 12% ) . 0£. c i t . ,  p . 333*
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Sueh d a ta  and s u i t a b l e  com parisons and comments 
would be e n l ig h te n in g  to  a l l  r e p o r t - r e a d e r  g ro u p s , "Market 
v a lu e "  i s  n o t t o  be Ig n o re d  by management or in v e s to r s *  The 
r a t e  o r  r e t u r n  (d iv id e n d s  and e a rn in g s )  on th e  company*® 
in v e s tm e n t i s  h ig h ly  s i g n i f i c a n t  to  s t o c k h o ld e r s , em ployees, 
and th e  g e n e ra l  p u b l i c .  The d iv id e n d  and e a rn in g s  r a t i o  
I s  o r  s p e e ia l  im p o rtan ce  to  i n d iv id u a l  in v e s to r s *
Beturn on In v e s tm e n t* A group o f  s to c k h o ld e r s  
in v ested  # 1 ,0 0 0 ,0 0 0  ( f o r  25 ,000 ,000  common s h a r e s )  cash  
in  th e  i  C o rp o ra tio n  on Ja n u a ry  1 ,  1916* Jfimplo ees were 
h i n d .  The g e n e ra l  p u b l ic  p a id  c e r t a in  p r ic e s  f o r  i t s  
p rod u ets. N et e a rn in g s  f o r  1946 amounted to  #100 ,000 , 
Dividends o f  #80 ,000 w ere paid*  The d e c is iv e  p r o f i t s  ques­
t io n  to  th e s e  s to c k h o ld e r s ,  em ployees, and th e  g e n e ra l  
p u b lic  i s  t h e  r a t e  o f  r e tu r n  t o  s to c k h o ld e rs  on c a p i t a l  
in vested *  N et incom e o f 10 p e rc e n t was ea rn ed  on th e  c a p i t a l  
in v e s te d . D iv idends w ere p a id  a t  th e  r a t e  o f  8 p e rc e n t on 
c a p ita l  in v e s te d .  P u t t in g  i t  in  th e s e  term s i s  more Meaning­
fu l  than on a p e r  sh a re  b a s is*
1 .  w arn ings o r  d iv id e n d s  o f  50 c e n ts  p e r  s h a re  may 
be a la rg e  o r  sm a ll r e l a t i v e  amount, depending on th e  o r i g ­
i n a l  p e r  s h a re  in v e s tm e n t and t h e  volume o f  accum ulated  
e a r n in g s •
2 .  P e r  sh a re  f ig u r e s  a re  n o t  comparable when 
some e a rn in g s  a r e  w ith h e ld  each y e a r ,  which i s  a lm ost
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alw aya th e  e a s e .  When a p o r t io n  of e a rn in g s  a re  w ith h e ld  
sacA y e a r  p e r  s h a re  am ounts shou ld  be expected  to  in c re a s e .  
In  view o f  th e  hey im portance  o f  th e  r a t e  o f  r e tu r n  
on c a p ita l  In v e s te d , i t  i s  s u r p r i s in g  th a t  th e  r e p o r t s  
w ith  few e x c e p tio n s 23 c o n ta in  no such co v e rag e . Data o f  
t h i s  ty p e  ought to  be ia o lu d e d  in  every  annual r e p o r t  f o r  
a period  o f  tw en ty  or more y e a r s .
P r o f it  P e r  D o lla r  o f  S a le s , A fte r  rev iew in g  th e  
rep o rt o f  a su rv ey  o f p u b l ic  o p in io n , a w r i t e r  in  th e  
Commercial & F in a n c ia l  C h ro n ic le  concluded t h a t  th e  su rvey  
showed; **(1) th e  e f f e c t  upon p u b lic  th in k in g  c re a te d  by 
lab or le a d e rs *  o f t - r e i t e r a t e d  c la im  th a t  c o rp o ra t io n s  make 
ex o rb ita n t p r o f i t s  and (2) th e  g e n e ra l  poor p u b lic  r e l a t i o n s  
job  done by b u s in e s s  management in  a c q u a in t in g  th e  p u b lic  
w ith  th e  fa c ts* * ,24
2 3 These in c lu d e :  C e lan ese  C o rp o ra tio n  o f  A m erica,
ch art co v e rin g  th e  y e a rs  1939 th ro u g h  1946; I n te r n a t io n a l  
H arvester Company, an e x o e l le n t  c h a r t  co v e rin g  th e  y e a rs  
1941 th ro u g h  1946; S tan d a rd  O il Company {Hew J e r s e y ) ,  to r  
1945 and 1946; S w ift and Company and V est V irg in ia  Pulp  
and Paper Company f o r  1946*
U nited  S t a t e s  S te e l  C o rp o ra tio n  In c lu d e s  a c o l man 
in  i t s  4 5 -y e a r  f i n a n c i a l  summary ca p tio n ed  n% Income o f 
Investm ent.” However, t h i s  c a p t io n  i s  no t a c c u ra te  f o r  
a n o te  below th e  t a b l e  e x p la in s  th a t  "Income b e fo re  I n t e r e s t ,  
b u t a f t e r  a l l  o th e r  c h a rg e s , was used to  d e te rm in e  th e  per 
c e n t  income o f  in v e s tm e n t," - -S e e  1946 Annual n c p o r t ,  p . 2? ,
24 "How Much P r o f i t  Do You Think American B u sin ess  
Makes on ftech D o lla r  o f  D a le s ,” V ol. 1 6 4 , Ho, A543, T hursday , 
December 5 , 1946, p, 2939,
The f i r s t  p a r t  o f t h i s ,  s ta te m e n t doe® not appear 
s u r p r i s in g  s in c e  la b o r  l e s s o r s  and even o th e rs  bad ta lk e d  
o f  h i gh c o rp o ra te  p r o f i t s .  The second p a r t  ‘i s  c e r t a i n l y  
n o t  o b je c t io n a b le  s in c e  sound p u b l ic  r e l a t i o n s  must be 
based  oa " th e  f o o ts * w n e v e r th e le s s ,  th e  co n c lu s io n s  w ars 
unwarranted f o r  tb s  survey p e r ta in e d  n o t to  tb s  r e l a t i o n  
o f  not p r o f i t  to  in v estm en t bu t to  th e  q uestion  o f :  "Out
of each  d o l l a r  tak en  in  by American b u s in e s s  c o rp o ra tio n s  
fro* s a le s  o f  t h e i r  p ro d u c ts ,  bow much do you th in k  i s  l e f t  
a s  net p r o f i t  a f t e r  p ay in g  fo r  w ages, m a t e r i a l s ,  a l l  o th e r  
expenses and income ta x e s? "
JB xorb itan t p r o f i t s  canno t be proved o r d isp ro v e d  by 
an i n d ic a t io n  o f  th e  p o r t io n  o f  th e  s a l e s  d o l l a r  w hich goes 
t o  th e  s to c k h o ld e r  and i s  r e ta in e d  in  th e  b u s in e s s .  Those 
are n o t " th e  f a c t s "  which a r e  p e r t in e n t  to  annual r e p o r t  
r e a d e r* . B a te  o f  r e tu r n  on in v estm en t i s  th e  im por tan t  
f a e t ,  b u t a s  n o ted  in  th e  above s e c t io n ,  management baa 
n o t em phasized i t *  More o f te n ,  management bus used th e  
d iv i s io n  o f  th e  s a l e s  d o l l a r  i n  an  a tte m p t to  prove th a t  
r e a s o n a b le  o r  even m eager p r o f i t s  have been earned*
F o rty -tw o  o f  th e  r e p o r t s  g iv e  a breakdown o f  th e  
s a l e s  d o l l a r  f o r  one o r more y e a r s .  In  th e  c a se  of b reak ­
downs f o r  one y e a r ,  th e  p ie  c h a r t  i s  o r d in a r i ly  used . Un­
q u e s tio n a b ly  moat and p robab ly  a l l  o f th e se  c h a r t s  a r e  based 
on c o r r e c t  f a c t s .  The charge  a g a in s t  th e s e  breakdown® of
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tfa. s a la s  d o lla r  i s  tw o fo ld , l a  th s  f i r s t  p la ce , a break­
down fo r  eno year p rov id es no fa c t  o f  v a lu e . The p o rtio n  
go in g  to  a a t e r i a l s ,  w ages, sto ek h o ld ere , ®io. v a r ie s  w idely  
fr o a  one in d u stry  t o  an oth er . When th e  d ata  i s  g iv en  in  a 
p ie  eh art w ith ou t in te r p r e ta t io n  th e  on ly  ob jn otion  i s  th a t  
uninportant r e la t io n s h ip s  a r e  being emphasized when a 
r e la t io n s h ip  aueh a s  p r o f it  to  investm ent i s  om itted  e n t ir e ly .
IB th e  second p la e e , th e  f a c t s  shown may he m is-  
le a d in g  and in  se v e r a l o f  th e  r e p o r ts  th e  fact®  a re  used as  
a h e a ls  fo r  w holly  in a ccu ra te  con clu sion s*  The Most s t r i k ­
in g  example i s  la  th e  Bunshine B isc u its*  In c . rep o r t. In 
*A Message to  th e  S to ck h o ld ers ,” th e chairman o f  t h e  hoard 
o f  d ir e c to r s  and th e  p res id en t reason in  th e  fo llo w in g  r e i n :
"Met earn ings o f  th e  Company f o r  1946 w ere 
$ 6 ,3 6 5 ,4 4 3 .0 1 , or th e  eq u iv a len t o f  $6 .23  p e r  s h a re .  
Met earn in gs o f  th e  previous year were $ 2 ,6 3 3 ,0 2 2 .3 1 , 
or th e  eq u iv a len t o f  $ 2 .59  per s h a re ,  on th e  new 
e a p l t s l  s to c k .
"We f e e l  very  e a r n e s t ly  th a t th e  tim e h a s  come 
fo r  s to ck h o ld e rs  and th e  p u b lic  In gen era l t o  be 
to ld  a few fundamental tru th s  co n cern in g  some o f  
th e  many economic f a l l a c i e s  and M swfttat aments 
th a t  are being made in  many p ie c e s  concern ing  b u s i ­
n e ss  in  g e n e r a l.
"Probably no g re a ter  m isconception  e x i s t s  in  
the country today  th a n  th e  one co ncern ing  th e  
♦ ex o rb ita n t’ p r o f i t s  which b u s in e s s  g e n e ra l ly  1® 
supposed to  have xrade d u r in g  the war y e a r s .  Cer­
t a in ly  when we co n sid er , th a t by government f i g u r e s ,  
t h e  workers in  American in d u s t ry  a t  the p re s e n t  
tim e r e c e iv e  1 ,66  out of a s a l e s  d o l l a r ,  and t h a t  
tr'-e owners o f  b u sin ess  r e c e iv e  l e s s  than  $ .06  ou t 
o f  a s a le s  d o l la r ,  i t  i s  absu rd  fo r  econom ists or
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o th e rs-  t o  t a l k  s h o u t b e in g  a b le  to  in c re a s e  wages 
25* w ith o u t in c r e a s in g  p r i c e s ,  25* o f 66 1® a p p ro x i­
m a te ly  2 2 ) ,  ana by no s t r e t c h  o f  th e  im a g in a tio n  
o r  by any new ty p e  o f a r i th m e t ic a l  ju g g l in g  can 
22s c e n ts  be d ed u c ted  from 6 c e n ts  and s t i l l  le a v e  
a n y th in g  b u t a s u b s t a n t i a l  d e f i c i t  f o r  t h e  owners 
o f  t h e  t o o l s  o f  p ro d u c tio n , o r  a s  an in c e n t iv e  to  
in v e s t  new c a p i t a l  in  e n t e r p r i s e ,  which l a  th e  
l i f e  b lood  o f American b u sin ess*
•We b e l ie v e  i t  i s  t im e t h a t  th e  American p u b l ic  
be  t o ld  in  p la in  lan g u ag e  th a t  w ith o u t p r i v a t e  
in v e s tm e n t, th e r e  can be no jo b s  in  American i n ­
d u s t r y ,  th e re  oan b e  no p ro d u c tio n , th e r e  can be 
no m achinery  o r  f a c to ry  b u i ld in g s ,  th e r e  oan be 
no i n d u s t r i a l  e s ta b lis h m e n ts ,  u n le s s  we want to  
e s t a b l i s h  a t o t a l i t a r i a n  governm ent in  America.
" In  o u r  p a r t i c u l a r  in d u s t ry ,  i t  t a k e s  an i n ­
vestm en t o f  ap p ro x im a te ly  $6,500*00 p e r  employee 
b e fo re  th e r e  oan b e  any job  f o r  anybody. Somebody 
h as  t o  sa v e  t h a t  money, somebody has to  a b s t a in  
from  sp e n d in g  th a t  money, to  th e  e x te n t  o f  #6,500*00 
f o r  ev e ry  s i n g l e  em ployee in  th e  fo o d  in d u s t ry *  , 
The Company o b v io u s ly  d o es n o t keep th e  c a s h ,  I t  
c o n v e r ts  i t  in to  b u i ld in g s ,  m achines, th e  most 
modern and b e s t  equipped b a k e r ie s  in  th e  coun try*
We b e l ie v e  t h a t  under th e  American f r e e  e n t e r p r i s e  
sy stem , th e  p eo p le  who in v e s t  money in  S unsh ine 
B i s c u i t s ,  In o . have a r i g h t  to  ex p ec t f a i r  r e tu r n s  
on i t *
" J u s t  how f a i r  be v s  th e s e  r e tu r n s  been t o  th e  
in v e s to r s  o f  Sunsh ine? An exam ination  go ing  back 
f o r  o ver t h i r t y  y e a rs  o f  th e  e a rn in g s  on th e  s a l e s  
d o l l a r  o f  S unsh ine B i s c u i t s ,  d i s c l o s e s  t h a t  in  1916 
th e  n e t  e a rn in g s  o f  th e  Company were ap p rox im ate ly  
Ai c e n ts  o u t o f  th e  s a l e s  d o lla r*  In  1926, th ey  
w ere 3*85 c e n t s .  In  1936 th ey  were 3*05 c e n t s .
...
"That i s  th e  a c tu a l  s t a t i s t i c a l  d o l l a r s  and 
c e n te  re c o rd  o f  th e  e a rn in g s  o f  Sunshine Biscuit, 
I n c .  o u t o f  th e  s a l e s  d o l l a r .  T h is  means that for 
t h i r t y  y e a r s ,  from th r e e  to  fo u r  cents* of the sales 
d o l l a r  have g e n e ra l ly  been th e  earnings of the Com­
pany a f t e r  payment o f  wages, payment for materials,
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f o r  s u p p l i e s ,  f o r  t r a n s p o r t a t i o n ,  f o r  s a l a r i e s ,  
f o r  t a x e s ,  d e d u c tio n s  f o r  d e p re c ia t io n  and r e p a i r s ,  
and f o r  g e n e ra l  overhead* Kor can we o v e r lo o k  th e  
f a e t  t h a t  th e  t o t a l  e a rn in g s  o f th e  Company, w hich 
a s  we have aeon have ranged  from  3 to  4 c e n ts  o u t 
o f  th e  s a l e s  d o l l a r ,  p ro v id e  n o t on ly  th e  d iv id e n d s  
w hieh  a r e  p a id  to  th e  s to c k h o ld e r ,  h u t must a l s o  
p ro v id e  th e  m onies n eo easa ry  f o r  th e  g u a ran tee  o f 
co n tin u e d  p ro g re s s ,  co n tin u ed  m o d e rn isa tio n , 
co n tin u e d  ex p an s io n , co n tin u ed  employment, by r e ­
in vestm en t in  th e  b u s in e s s  to  keep th e  em ployees 
a t  work*
"Over th e  same p e r io d  o f tim e , th e  d i r e c t  pay­
r o l l  c o s ts  o f  o u r Company have been between 25 and 
3 0  e e n ts  o f  th e  s a l e s  d o l l a r ,  t o  which m ust be 
added th e  la b o r  c o s ts  o f th e  m a te r ia l s  t h a t  we 
p u rc h a se d , th e  t r a n s p o r ta t io n  s e r v ic e s ,  th e  s u p p lie s  
and m is c e lla n e o u s  paym ents made by th e  Company and 
w h ich , from  th e  Company p o in t  o f  view a s  a w hole, 
r e p r e s e n t  a n o th e r  30 to  35 c e n ts  o f  th e  s a l e s  
d o l l a r  a s  d i r e c t  la b o r  c o s ts*  Thus from  60 to  65 
c e n ts  out o f  th e  S unsh ine s a le s  d o l l a r  i s  d i r e c t  
p a y r o l l  c o s t ,  t h a t  i s ,  payment fo r  lab o r*
• • •
" •••T h e  t r u t h  i s  t h a t  by and la rg e  b u s in e ss  
h as  n o t made th e  * f a n t a s t i c 9 p r o f i t s  w hich a r e  being  
charged  a g a in s t  i t ;  t h a t  th e  governm ent th rough  i t s  
t a x  sy stem  h as  e f f e c t iv e ly  siphoned  o f f  most o f  th e  
ex c e ss  p r o f i t s  which w ere  n a tu r a l ly  made d u rin g  th e  
war b ecau se  o f  th e  trem endously  expanded p ro d u c tio n  
w hich gave l a r g e r  d o l l a r s  and c e n ts  s a l e s ,  and l a r g e r  
d o l l a r  p r o f i t  f i g u r e s ,  b u t sm a lle r  p e rc e n ta g e  p r o f i t s .  
A s o b e r ,  h o n e s t , and f a i r  r e v is io n  o f th e  e n t i r e  tax  
s t r u c t u r e  a t  th e  p re s e n t  tim e i s  c a l le d  fo r  so th a t  
b u s in e s s  men w i l l  be a b le  to  p lan  w ith  co n fid en ce  
and p r ic e  t h e i r  goods acco rd in g ly *  But a t  th e  same 
tim e  th e  American p eop le  should  be more f u l ly  inform ed 
r e g a rd in g  th e  ta x  s t r u o tu r e  and I t s  e f f e c t  upon 
b u s in e s s ,  th e  p r o f i t  making s t r u o tu r e  of our American 
sy stem , and shou ld  be t o ld  th e  sh a re  o f th e  earned  
income w hich has been go ing  to  em ployees, f o r  th e  
payment o f  raw m a te r ia l s ,  f o r  th e  use of th e  to o ls  
o f  t r a n s p o r t a t io n  and o th e r  p roducing  a g e n c ie s , 
and by com parison  th e  v e ry  sm a ll and c e r t a in ly  
m odest sh a re  th a t  h as  gone to  th e  owners o f  th e
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b u s in e s s  e s ta b lis h m e n ts  which make jobs* which 
make employment, and w hich a r e  re s p o n s ib le  f o r  
tb e  p ro g re s s  @f A m erica*1̂
•These o b s e rv a tio n s  a re  p e r t in e n t :
1* The s ta te m e n t I s  one o f p ropaganda•
2% The " a r i th m e t i c a l  ju g g lin g "  r e s u l t s  in  w holly  
in a c c u r a te  re a s o n in g  and  c o n c lu s io n s .
3* The Company d id  n o t m ention th e  key f a c t  in  th e  
p ro f it  question: the r a t e  o f  r e tu r n  on th e  c a p i t a l  in v e s te d
in  th e  Company fo r 1946 and p r io r  y e a r s .  (A ccording to  th e  
fin an c ia l s ta te m e n t f o r  1946* a r e tu r n  o f ap p ro x im a te ly  
25 percent was earned on th e  c a p i t a l  in v es ted *  and cash  
dividends were paid a t th e  r a t e  o f  a b o u t 12 p e rc e n t .  F in an ­
c ia l  data i s  not g iv en  f o r  p r i o r  years*
Footnotes to  F in a n c ia l  S ta tem en ts
E x p la n a tio n s  o f  item s on f in a n c ia l  s ta te m e n ts  o f te n  
a p p e a r  below th e  b a la n c e  s h e e t and th e  income s ta te m e n t, 
on one o r  more pages s e p a r a te  from  th e s e  s ta te m e n ts ,  i n  th e  
p r e s i d e n t s  l e t t e r ,  and  p a r e n th e t i c a l ly  In  th e  body o f th e  
s ta te m e n t .  U su a lly , b r i e f  p a r e n th e t ic  e x p la n a tio n  i s  no t 
s u f f i c i e n t .  I f  space  p e rm its , th e  most d e s i r a b le  lo c a t io n  
i s  below  th e  r e s p e c t iv e  s ta te m e n ts . Because o f th e  number
2 5  1 9 4 6  A n n u a l  R e p o r t  o f  S u n s h i n e  B i s c u i t s ,  I n c .
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or e x p la n a t io n s  u se d , t h e  m ost common c u r re n t  p r a c t ic e  
i s  to  p r e s e n t  ’’notes t o  f in a n c ia l  statements** on a s e p a ra te  
page*
Seventy-eight o f  the 100 r e p o r ts  c o n ta in  one o r '  
sore footnotes or n o te s  to  th e  f in a n c ia l  s ta te m e n ts . Many 
Of the  presentations w ould b e  improved i f  each  n o te  w ere 
numbered end keyed to  the i te m  o r  item s in  th e  s ta te m e n t (s )  
to  which i t  ap p lies , and w r i t t e n  In  s p e c i f i c  n o n - te e h n ic a l  
language* th e  following a r e  sam ples o f  n o n -in fo ra sa tiv e  
notess
*411 emergency f a c i l i t i e s  com pleted on 
September 29, 1945, were f u l l y  am o rtized  p r io r  
to  January 1, 1946, although many a r e  s t i l l  in  
use* T here e r e  no ch a rg es a g a in s t  1946 income 
nor w ill there  be charges a g a in s t  income in  
fu tu re  years fo r d e p re c ia t io n  o r  a m o rtiz a t io n  o f 
such facilities.***®
"Selling , general and a d m in is t r a t iv e  expenses 
include additional com pensation to  management, 
1137,121 and $33,982 in 1946 and 1945 r e s p e c t iv e ly ,  
based on consolidated p r o f i t s  b e fo re  income t a x e s .**7
The c o s t  o f  th e  em ergency f a c i l i t i e s  sh o u ld  be
g iv e n  and th e  amount o f  r e g u la r  com pensation to  management
should be shown. E x p la n a tio n s  which om it b a s ic  f ig u re s  a re
w orthless.
26 1946 Annual K eport o f  Union C arb ide and Carbon
Corporation.
27 1 9 4 6  A nnual h e p o r t  o f  S im p lic ity  P a t te rn  C o ., In c .
m
The n o te s , l i k e  o th e r  s e c t io n s , should  alw ays he 
s e t  i n  ty p e  w hich  makes f o r  easy  read ing*  P re fe ra b ly  a 
n o te  I s  g iv e n  a t  th e  bottom  o f  th e  s ta te m e n t “See p a te  
( f io s b e r} f o r  e x p la n a to ry  n o te s * M I t  I s  im proper to  p la c e  
the  n o te s  on a page p r io r  t o  th e  b a lan ce  sh e e t and Income 
statement*
In  the e a s e  o f  some o f t h e  22 r e p o r ts  w hich c o n ta in  
no n o te s ,  th e  exp lanation®  o f c e r t a in  item s ap p ear in  th e  
p re s id e n t's  l e t t e r  and  in  p a r e n th e t io a l  comments in  th e  body 
ef the  statement* I t  i s  by th e s e  means t h a t  C a te r p i l l a r  
Tree to r  Company avoids th e  use of f o o tn o te s .  I t  i s  b e l ie v e d , 
however» th a t the f i n a n c i a l  s ta te m e n ts  s e c t io n  o f  th e  r e p o r t  
i s  the  lo g ica l p la c e  for th e  e x p la n a t io n s .  F or exam ple, 
the fiv e  items appearing under th e  c a p tio n  o f  “Comments 
on the Balance Sheet* in  th e  B alden M anufactu ring  Company 
rep o rt should be sh ifted  from  t h e  p r e s id e n t 's  l e t t e r  t o  
the bottom of th e  s ta te m e n ts*  The om ission  o f  ex p la n a to ry  
notes completely i s  n o t encouraged* Such om ission  o r d in a r i ly  
means oversim plification•
A u d ito r 's  C e r t i f i c a t e
A ll o f  th e  r e p o r t s  co n ta in ed  a u d i to r s ' c e r t i f i c a te ®  
ex c ep t f o r  th e  PI©mb T ool Company re p o r t*  Only tw en ty -sev en  
o f  th e  c e r t i f i c a t e s  co n ta in e d  e x c e p tio n s  o r Qualifications.  
B in e  of th e s e  e x c e p tio n s  p e r ta in e d  to  th e  i n a b i l i t y  to  v e r ify
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government receivables said nine to  the a c c e p te d  a o f 
v e rif ic a tio n  o f  foreign subsidiary accounts by o th e r  
accountants, Four d ea lt with vthe e f f e c t  o f  a change in 
inventory valuation .
The c e r t if ic a te s  would be more h e lp fu l  to re a d e rs  
of annual reporta  i f  the fo llo w in g  practices w ere fo llow ed  
cocalaten tly!
1. The c e r t if ic a tio n  sh o u ld  in c lu d e  a  r e f e re n c e  
to  a l l  explanatory not a s ,  co m parative  s ta te m e n ts ,  s u rp lu s  
statem ents, and  schedules, (See th e  c e r t i f i c a t e s  in  th e  
C a te rp illa r  Tractor Company, I n te r n a t io n a l  H a rv e s te r  Com­
pany, and In ternational Minerals & Chem ical C o rp o ra tio n  
re p o rts .)
2 . A ll  c o n s o lid a te d  s u b s id ia r ie s  should  be I d e n t i ­
fied  by name and s ta te  o f  in c o rp o ra t io n  in  th e  body o f  th e  
c e r t i f ic a te ,  i n  a s e p a ra te  s c h e d u le , or in  a fo o tn o te
to  the consolidated balance s h e e t ,  (T h is  p ro ced u re  was 
followed only in  the ca se  o f  a few com panies which had 
only one o r two su b sid ia rie s .)
3. An e x p la n a tio n  shou ld  be iaade by management a s  
to  what th e  a u d i t o r 9a c e r t i f i c a t e  rreana and what i t  does 
n o t mean. E d i t o r i a l l y ,  th e  Jo u rn a l o f  A ccountancy suggest©  
an e x p la n a tio n  such a s  th e  fo llo w in g :
m
"Your company h as  r e ta in e d  c e r t i f i e d  p u b lic  
accoun tan t®  to  conduct an  Independen t a u d i t  o f  th e  
f i n a n c i a l  sta tem ent®  which a r e  rep roduced  in  con* 
ju n c t io n  w ith  t h i s  r e p o r t*  to g e th e r  w ith  th e  au& l- 
to re *  r e p o r t  o f  t h e i r  f in d in g ® .
"The au d ito r®  do n o t g u a ra n te e  th e  f in a n c ia l  
statement®: th e y  ere  not in c u re re *  But th e y  e r e
expert®  who a r e  e n t i r e l y  in d ep en d en t o f  th e  manage* 
Meat. The purpose of t h e i r  w ork 1® to  t e s t  th e  
v a lid ity  of th e  company*® a c c o u n tin g  and check 
the judgment of t h e  management in  p re s e n t in g  I t s  
fin an c ia l position  and re s u lt®  o f  o p e ra t io n  in  
accordance with g e n e ra l ly  a c c e p te d  a c c o u n tin g  p r in ­
c ip le ® . S to c k h o ld e rs  shou ld  re a d  and c o n s id e r  
w het the auditor® say .1,23
In  addition  t o  th e  au d ito r* ®  c e r t i f i c a t e *  f i v e  
report® contain a signed c e r t i f i c a t i o n  by the c o n t r o l l e r  o f 
the company. Such c e r tif ic a tio n  deprecia tes th e  v a lu e  o f 
the independent auditor*s c e r t i f i c a t e  and o f  i t s e l f  adds 
nothing. I t  should not be used in  th e  an n u a l r e p o r t .
The c e r t i f ic a te s  in  th e  99 report® w ere s ig n ed  by 
29 d iffe re n t accounting firm ® . S ix  firm® c e r t i f i e d  68 
rep o rts .
28 E d i t o r ia l ,  Journal o f  Accountancy, v o l .  83, 
Bo. 4» A p r il  1947• p . z78*
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A cco u n tin g  R esee re li B u l l e t in s ,  A m erican I n s t i t u t e  o f  
Accountants* Hew Yorks
Ho* 8* 11 Combined S ta tem en t o f  Income and Kerned 
S u rp lu s* *  F eb ruary  19411 4 page©*
Ho* 1 2 f "R ep o rt o f  Com mittee on Term inology 
(S u rp lu s),"  Septem ber 1941* 3 pages*
Uom 23* "A ccounting  f o r  Income Taxes , ” Be camber 
1944* 12 pages*
Ho* 26* "A ccounting  fo r  t h e  Use o f  S p e c ia l  War 
R eserv es* "  O ctober 1946* 5 pages*
Ho* 27* "RBergeney F a c i l i t i e s , "  November 1946*
6  pages*
Ho* 2$* "A ccoun ting  T reatm en t o f  G en era l P urpose 
G ontingeney  R eserves*" J u ly  1947* 4 pages*
Ho* 31# " In v e n to ry  R eserv es* "  O ctober 1947* 4 
p a g e s .
Ho* 32* "Incom e and Earned S u rp lu s* "  Becamber 1947*
8 pages*
R x eeu tiv e  Com mittee o f  A m erican A ccounting  A sso c ia tio n *
"A ccounting  P r in c ip le s  U nderly ing  C o rp o ra te  F in a n c ia l  
S ta te m e n ts* "  A ccounting  Review. V ol. 16* Ho* 2*
Fuse 1941* PP. 133*139*
» in n « jr, a .  A ., m n c l p l e a  g f  AooouBUng ( In te rm e d ia te ) ,
3 rd  ed * t P r e n t ic e - H a l l ,  In c .*  Hew fork* 1946,
P P . 45-50* 127 -135 .
Graham, Benjamin* and Dodd, David L# *
1 s t  ed«* M cGraw-Hill Book Company, In c * , Dew York* 
1934# C h ap te rs  15* 29* 31* &&a 42.
K o h l e r ,  R r i c  L . ,  " S u r p l u s , "  a s  C h a p te r  4 i n  C o n tem porary  
A c c o u n t i n g . A m e r ic a n  I n s t i t u t e  o f  A c c o u n t a n t s ,
IJew Y ork ,  19 4 5 ,  15 p a g e s .
Montgom ery ,  R o b e r t  H . ,  A u d i t i n g  T heory  and  P r a c t i  c e , 5 t h  e d . ,  
R on a ld  P r e s s  Company, Rev/ York,  19 3 4 ,  p p .  4 0 8 - 4 3 6 .
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Pa to n ,  w* x . » a d . ,  A coountanta* Handbook, 3rd a d , ,  Ronald 
P r a s a  Gompany# Haw Y o rS ,""1^43» ' p p • 102 3 -1 0 5 5 •
P aton , w. a . ,  and L it t la to n , A. C ., kn In trodu ction  to
O o rp o ra ta  A ooouatlng  s ta n d a r d ? . Monoisrapft S e r ie s  
Bo. j ,  '&ma r  £a an Account in® Ass D e la t io n , Chi oago, 
1940, pp. 97-117*
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shabe In annual reports* M idi
th e  InareaslHg us* o f oomparativ* statem ents 
la  the annual report* of o©aroaniea 1* « atop in  the 
righ t d irection .  ̂ The praotloe enhances th* a lg a l-  
flea a e e  o f tho reports* and bring* out nor* c lea r ly  
tho nature and trends o f  current ehsjtge* a ffectin g  
th« en terprise . The use o f statem ent* la  ooapara- 
t tw  fora serves to  Increase the reader** grasp o f  
tho fa o t that tho statem ents fo r  a aerie* o f periods 
are fa r  mere a lg a lfle a a t than th ese fo r  a s in g le  
period — that the statem ents fo r  out* pear are but 
*M Installm ent o f  what la  e s s e n tia lly  a eontlnoous 
h istory ." 1
Compara tiv e  inaoma Statem ent*. f if t e e n  o f the 
report* eeataln  1m «m  statem ents severing only one year.
A * ether 6$ reports eea ta ln  statem ents severing the fo llow ­
ing years»2
66 — 8 years only
2 9  — mere than fi years
9ks twenty-nine reports eontaln lng income statem ents 
fa r  mere than two years provided ooverage as fellow s*
1 — * years I  — 8 years
9 — 5 years 10 —10 years
a — 1 years 3 —11 years
2 — 7  years I  —15 year*
A  general* the annual reports do not show a rea lise -
* A ssen tin g  Bessarab B u lletin  He. 6 ,  " M a r stlv s  
fltstsssmts " Aaorlean In stitu te  o f Aseountants* Hew York,
b s U  19t0« p . *9 .
Zt la  unfortunate M at th* next paragraph in  the 
b u lle tin  eagihaalse* the laelueion  o f  data fo r  only a two- 
year p eriod .
2 A few reports eeata ln  statem ents fo r  two years and 
for a longer parted o f year*, th e shorter period i s  d isre -  
.»»*»* in  th ese computations. Seme o f the comparative sta te- 
r a t s  fe llo w  the conventional statem ent pattern* but a few 
4b?iow a new statem ent p attern . These d ifferen ces are not 











wpplonoatod W  * r  w «* surplus statem ents, « sta te­
ment o f funds appliod and provided, «y 8 statwam t o f 
ooXrtag o a p ita l. Mom d etailed  information 
Station  o f ttw fcalaaae sheet i s ' sometimes given in  & 
sapiM te aefceduie. Huap o f tlw  jwpepfc# eentaim eae»page 
flsm o in l  n n g ioo  ooaslstlag  o f a variety o f data. These 
d tflso t SNA used in  IWo 100 reports are reviewed S rtefly , 
jlffinrlltl Ititm rTlrtl Surplus adjustments an* novo
important t t u  the oeaparatiee data in  the reports 'Suggest, 
ftffplus analysts for swro than two years are rare. The 
M1H** saw n * fle*jw s»tlan and Salted S p ecia lties ceatpany i 
reports eentain  wmUmM surplus statement* fw  ten-year 
periods. Comparative statem ent* aueh as tlw s* should he a 
W it o f tlw  report ton those sonpanios whleh ta rry  unusual 
m w w  and aost item s d ireetly  to  surplus. a eesw arative 
earned surplus statem ent is  not o sso n tia l fo r  these •#»* 
pewits mhleh pass a ll  revenue and oost item s through the 
insosw otatonsnt. &  the la t t e s  m u m , iw sever, a  oompar- 
atlve paid-in  surplus statssw st might too ttSded* depending 
on the re la tiv e  laportene# o f sueh tranea«tie»a.7
7  Marram w. N issley  reeem tiy ou tlin ed  a new-type 
o f  ooWMpattm earned surplus statem ent. 80s "The Pena and 
Content o f  Corporate Xneone Statement*," flaiHaasl o£ Aoeownt- 











ii« i ii « i
338
AMAijfsis u m ia m  ca h ia i,13
T w r faded Marsh 31, 1947
Set working cap ita l—legiaiiijig of p e r lo d „ ,.M * ..M ..M M  §7.£99*376 
Ar^mc^s:
Set la sse s  for  the  ..............  I  9X3,676
Add book rob—cash deductions reflected In above profits
Depreciation sad depletion**,. ,• • •* « » , 627,786
Postponed tax  charges or instalment s&Xe® profit®
...............   125,060
U fe ld a t io a  o f siaeellaaeous iaveatssenta,* , . .* * , ,  ,.♦ * ••  7,303
to ta l  a d d i t i o n s * * * , , , * * , , , , .................. t l . 673.620
D ts^ onis*
Sot expenditures for p r o p e r tie s ,,,•*«*•«•• t* ,* * ,* * * ,* ,, I 805,046  
' Propoyooflt o f e x p e n s e s * . *• • •*, , • •* @5,078
Dividend papaeat® ,.,• • • • • • * . ,* . ,» , .» * • • • . , , « • ..................  564,050
Other deductions (n e t)   ..........  .  12.544
t o t a l  .....................................      ll.1 8 4 .S 1 8
l e i  tssrca se  la  working c a p ita l. . . . f " 4M .502  
let workday capital— end of period,,..*.•,•,*•*•*.....   #7,?̂ *67ji
S2T S0RKIKG CAPITA*4
Dec, 51. 1946 Boo. 81. 1945 C la m  
( m i l l i o n s  o f  d o l l a r s )
& m m  A sm st
. * 81.2 # 16,3 H  M
tu  8* sad Caaedlaa goreraae&t
-  20.5s e c u r i t ie s , , • • , . • * • • • * * , , ,* .« • • . . . 20,5
Ssee*a p ro fits  ta x  refund ,,***,. 1 .2 -  1 .2
Account* Receivable
.  24,3 19,4 4 4,9
Inventories,***».**., 60,0 63.5 4 14,5
f e t a l ............... . * #125,5 #124,9 W  «6
CUHRSKT LLkBlLZllZii ?*f4, 53,4 -  1.0
I f f  bCmi'.Q  0APXleL IT93.1 f  91,5 4# 1 ,6
15 Yhie ie  th e  1947 section of th e  "Ten-Year Analysis o f  
forking capita l*  statement from th e  1946 Annual Report of AIT 
Incorporated, pp. 84-35,
I4 y*out 1946 Annual Report of General Food® Corporatloa,
P. 6.
m
Schedules * Reference was mad© in 
Chapter 5 to th© desirab ility  of complete breakdowns in  
separate schedules of certain items or sections of the 
balance sh ee t*  Giving the detail in a separate schedule 
i s  an e x c e l le n t  way to  simplify the balance sheet for lay 
readers and a t  the same time to supply adequate data for 
th o se  who are qualified to work with the detailed data* 
Comparative breakdowns of marketable secu rities, reeeiv- 
a b le s ,  in v e n to r ie s ,  Investments, plant and equipment (in­
c lu d in g  current depredation and accumulated allowances), 
in ta n g ib le s ,  deferred charges, other assets, accruals, and 
lon g-term  d eb ts  might be given in schedules* About twenty 
o f  th e  re p o r ts  contain at least one such schedule* Wider 
nee o f  th e  device is  advocated* A schedule of "Investments'* 
and one o f  "Bad Debt Losses" are given on pages 340 and 341 
fo r  i l l u s t r a t i v e  purposes*
y in a flg la l Sum arx g&6&. f i f t y - f o u r  o f  th e  rep o rts  
con ta in  one-page financial summaries* These page© are 
g iven  cap tion s such as "1936-1946 Record of Operations," 
" H igh ligh ts of th e  Tear’ s Operations," "facta in Brief," 
"H arvester f a c t s  a t  a G lance," "10-Year Record," "1946 la  
B rief*"  H ost o f  th e  d a ta , a s  should be the case, is  on a 
com parative b a s is  for  two or three years* Th© page Is 
p r e fer a b ly  p laced  as one o f  th e  f ir s t  few pages*
There i s  a great variety of data given. The variety 




_ Argentin e  . . . . ............. . . . . . . . . . . .  $10,000,000
in ternational Harvester Company o f 
A w strelia, Proprietary U n ited .. 9,255,185 
International Harvester Company of
f in it e , IM tM   ........................  16, 728,828
Aktieselsfeabet in ternational Ear*
▼•■tor Ceamaay, Denmark . . . . . . . .  807,105
^ -h S U tffcT lren e ............................... 5,8881708
IM ereatlonal lu fM to r  Company of
b M l B rita in , U n ited   ..........  1,608,888
International Harvester Company of 
8m 1m  (8 . A .) «*«•«««..•«..«*«« 653,0$9
M c n a t im l Harvester Company of 
law Zealand, U a lM  . . . . . . . . . . .  1,880,000
JwR9VX*MwISpHwJt V®4tr vw |̂WiHy
(S . A .) Proprietary U n ited
(ten th  A fr is a )    880,000
Psnptnla International do Naqulnas 
ig r ieo la s (Spain) . . . . . . . . . . . . . .  173,830
A ktiebelagst Irternational Bap-
vester^oapany (8sede») . . . . . . . .  1,581,136
•International Harvester Sxport _ ,
Company  ...........................    10,708,677
R U eellaneeusi 
ftsnpsmtss  operating In forolgii
oon atrlas  ...........   251,303
Companies  operating In the Wilted 















The a k m  to ta l investm ent o f  $59,688,956 i f  represented  
by not aaaato o f subsidiary companies bavins an estim ated value 
in  the aggregate somewhat nope than th ia  anount.
•Im ports fpoa the W ilted S ta tes and opopates In Belgium, 
H olland, B r itish  B est A frlea , B pasll and Uruguay.
15 from the 1986 Annual Report of International Har­
v e s te r  Company, p. 2$. preferably the schedule would have been 
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g iv e n  i s  shown by th e  fo u r  s e le c te d  sum m aries d u p lic a te d  on 
th e  n e x t  fo u r  pages* F o o tn o te  comments a re  made on ©aoh o f  
the summaries*
As a means o f  " c a tc h in g  th e  eye" and c r e a t in g  in ­
t e r e s t  in  th e  r e p o r t , th e  f i n a n c i a l  summary has v a lu e*  How­
ever* much o f  th e  data included  belongs in  com parative  
balance s h e e ts  and income s ta te m e n ts*  A m isc e lla n e o u s  
group o f  s t a t i s t i c s  coverin g  a few back y e a rs  can n o t s e rv e  
a s  a s a t is f a c t o r y  s u b s t i tu te  fo r  com parative  s ta tem en ts*  
R epeating o f  in form ation  w hich  I s  shown e lsew h ere  in  th e  
rep o rt should be h eld  to  a minimum*
£§£& £ M  2abl&s
The g r e a te s t  volume o f  com parative  d a ta  in  th e  100 
rep o r ts  i s  in  th e  form  o f  c h a r t s  and  ta b le s *  A g e n e ra l  s u r ­
vey o f  th e  ty p e s  and u ses o f  c h a r t s  and  ta b le s  was made in  
Chapter 4* The rem a in in g  space  in  t h i s  c h a p te r  i s  d ev o ted  
to  a c o n s id e r a t io n  o f th e  c o n te n t o f  th e s e  c h a r ts  and ta b le s *  
They a re  c l a s s i f i e d  ao o o rd in g  to  s u b je c t  m a tte r  on w hat 
appears to  be th e  m ain em phasis in  th e  c h a r t o r ta b le *  The 
m a teria l i s  o rg a n iz e d  under th e  fo llo w in g  to p le s s  w orking 
c a p ita l  * f ix e d  a s s e ts *  o th e r  a s s e ts *  n e t  vuorth, l i a b i l i t i e s -  
n e t  w o rth , s a le s ,  ta x e s ,  e a rn in g s , d i s t r i b u t i o n  o f  n e t  in ­
come, d iv id e n d s  and m isce llan eo u s*  The d a ta  in c lu d ed  a re  





1 Set sa le s
P rofit Before 
Federal 
Income and 



































Cash Dividends on Nat Profits Common ©toole




















* A fter appropriating 6400,000 far  future lo sse s  end contingencies.





Set Salas........... ......................................... ♦ 14,1
federal Taxes.................................................... 4 U .7
Sat Sam iags (a fter  contingencies) ^ 16,1 m illio n ,,. 4 36,1
Earnings ) 4 38,1
Sat iorth ) (per ecamon share) , . , , , ......... 4 7 ,8
Dividends) 4 85,0
Total D ividends.......................... .. 4 25,0
Stockholders. 4 ,7
Sagas and S a la r ie s , . , ............................. .. 4 20,5
Employees,,, ................................................... 4 8,7
17 prom the 1946 Annual Report of Leraer Stores Corporation,
This data should Is  given as a part of the comparative income statem ent,
18 From the 1946 Annual Report of General Foods Corporation,
The re p o rt contains 10-year comparative f in an c ia l statem ents. Thee®
b rief "highlights** an® app rop ria te . The data appears on page on© of 
the re p o r t .
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OTStfSAft OOiffAR.tmii SSiCQHjW
1H 3 1844 __ _
to ta l  VoluM o f BoalM «s 8*8,OT0,7«4 52,474,78* 61,122,383 TO,367,.
Sot c»l#e LOM lc to r -
Erandi GuoI m u  »40,88«,a8f 44,Ufi,fcSQ8 31,177,678 c 'l,133,790
T o to l IU M  OB I a e o w ...  s 2,956,700 3,<J02,6S0 3,174,800 2,207,183
Sot  ........................* 1,229,136 1,007,411 1,110,749 2,788,878
itwttUgo )'«r C k m
Omtoa S to c k ................ |  1,90 1,84 1.71 3,76
t i M  Por iSiozo
Como* S tock...................  v 8 ,48  5,03  6t0g . . y ,
O lT td iad i i * r  Share
COTftQ Stock***** |  1*00 1*00 1.00 1*60
S lT iiead s m d   667,097 667,095 667,095 1,194,650
f t*  O n l o f 8 « l Income
D is tr ib u te d .................. ,  54*5 6o.8  60*1 43*5
labaln ad  la  Business**** 365,039 340,316 443,654 1,360,988
C am eS A ssets* • •    610,654,807 10,370,135 14,363,699 17,703,633
f e m a t  L iab ilities***** 973,835 1,073,386 1,485,880 1,309,947
W k la g  C a p ita l............. .. |  9,651,569 9,496,769 18,077,819 16,413,651
H I  b e rth ............... . . . . . * •  |  8,615,853 8,939,388 9,388,976 10,698,768
D H tt to H  Outstanding*. 6 8,300,000 8,800,000 5,000,000  ....
13*50 C u m la tiee
sriuM  stool****** ***•*#• ••* •*•• ******* 5.^,000,000
p f t f im d  steak******.** I  496,300 496,300 496,300 496,300
Qqno® Shares
O u ts ta n d in g ...  687,391 687,391 687,391 704,381
Depreciation and
A a e rtls s tio   ........... .. |  308,730 346,333 401,981 647,675
f a i r s  Prod us ad   18,089,810 18,080,751 13,410,574 15,984,9&6
^  P roa  the 1946 Annual lisp o r t  of G en era l Shoe C o r p o r a tio n , 
p« 18* host o f th is  data n e e d s  t o  i s  shown o n ly  in  th e  f in a n c i a l  
statem ents. Tbs sequence of t h e  I tem s i s  poor* For example^ "m tlrs  
produced" should te next t o  s a le s *  eoau ® o f  ep a ce  l la lta t iu n s , t h e  
1948 f ig -r e s  la  the o r i g i n a l  c h a r t  a r e  n o t g iv e n  here*
THE STQHY IK flSUSSS®®
faOBOOSIOH m 6  l q ,c
Crude-*©!! p rod u ction , gro ss  t
  w . s » . w
* - * ; *    64, 533,504 64 , 685,408
2£ m £ i£  l3 9 *96i»3^  l 29*9^ ’4 i
o i l  w e lls  0 0 « p le te d I ^ !!!I “ I ‘ **’ 267 251
O il well®' purchased    216 82
O il w ells owned, a t th e  year end, 7 ,205 6 ,813
0*8 w ella  com pleted.     1 1 8  2 4
Oh® w e U s  owned, a t  the year end. 381 236
Producing o i l  la n d s , a t  the
_ ytar ead, acre® .   139,461 126,508
Fro*an out not producing, a t
th e  fe a r  «nd, a c r e s .* ,  a * . ..........* 33,3&9 24,440
Ifeaete lop ed , a t  the year end, *
ft« « ..... ffitf,j3 6 .2 1 5
mSSPOfifATIOK
P ip e l i n e s  b u i l t ,  m i l e s . . . . . . . . . 4 4X0 369
P ipe l in e s  owned, a t  the year
end, m i le s    12 ,36? 12 ,473
? ip e * lia e  t r a f f i c ,  m illio n
b a rre l m i l e s .   .......... ........................ 81 ,390 74,783
Tankers owned, a t  th e  year end. * .  13 11
Tegs and barges owned, a t  the
year a n d . * . . * . . . . • • « • • * . . . . * * . .  39 39
Water*borne t r a f f i c ,  m il l io n
b a rre l m i le s    51,377 11,387
Or tide o i l  run a t  r e f in e r ie s ,
b a r r e ls   124 ,432 ,303  114 ,558 ,119
Grude-ruaning c a p a c ity , a t
th e  year end, b a rre ls  p e r  day** 355,750 351,500
n atu ra l g a s o lin e  produced,
b a rre ls  per d a y . * • • • • « • • • • . . . * •  2,024  1 ,917
20 Prom th e  1946 Annual Keport o f  S tan d ard  O il Com­
pany (In d ia n a ), p . 1 , The l i s t  o f item s i s  long  in  com pari­
son w ith  o th ers but i t  i s  very in fo rm a tiv e .
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^ K M IS G
3 a lea  i s  d o l l a r s * . . . .  
^ le ®  o f  crude o i l ,  b a r r e l s . . . .  
S a la s  o f  p t t r o l m  prod ucts,
* b a r r e ls .................
S h ip , b arge, and p ip e - l in e  
te r m in a ls , a t  th e  year e n d . . .  
t a lk  p la n ts  op era ted , a t  th e
year e n d . . . . . . . . ....................... ..
S e ta l l  o u t le t s  se rv ed , a t  th e  
y ea r  e n d . . . * , , . ..................... ..
f6 3 3 ,$ H “G?5 |6 0 1 tH ^»262
74 ,760 ,862  76 ,144 ,833
132,63*i>,455 139 ,279 ,820
45 46
4 ,492  4 ,437
30,369  27,765
raiABGIAX.
G ross income and ta x
e o l l e e t i o s s ..........................
ta x e s  c o l le e t e d  fo r  govern­
ment a g e n c i e s . . . . . .......................
Gross in co m e.• *.............. ............... ..
M a te r ia ls , tr a n sp o r ta t io n ,
and op era tin g  o o s t s .............. ..
Employees' pay and b e n e f i t s . . . .  
ta x e s  charged a g a in s t  incom e*•• 
D ep rec ia tio n , d e p le t io n ,
a m o rtiza tio n , e t c .  . . . . . . . . . .
S e t  ea rn in g s  ................... ....
d iv id en d s p a i d . . . . . . . . . . . . . . . . .
S a rs in g s  r e ta in e d  in  th e
b u s i n e s s . .    • •
S e t  earn in gs per s h a r e ..................
M vidends paid per sh are . . • • • . *  
Working c a p i t a l ,  a t  th e  year
end.............. ...................... ..
Working - c a p i t a l  r a t io ,  a t the
year e n d . . ............
S e t  w orth , a t  th e  y e a r  end..........
Book v a lu e per sh a re , a t  th e  
year end*............................ ..





3 7 ,5 1 9 ,0 4 4
5 1 ,905 ,112
6 7 ,6 4 9 ,7 8 5
2 6 ,7 48 ,791














1189,970 ,915  #222,713 ,624
2 .6 7  to  1 3*65 to  1
#860,560 ,177  #319 ,659 ,938
#56.30 #53.63
MXSeKLLARKOUS
3t 00khold .ra , a t  the year an d ... 
Saploy.as, a t  t h .  year a n d . . . . . .
A aaaltanta, a t  the  year end.........
97,237  






p o s s i b l e  f b f  a g iv e n  c h a r t  or ta b le *  In k e e p in g  th e  c l a s s i ­
f i c a t i o n  and t h e  tr e a tm e n t  o f  t h e  d a ta  w it h in  r e a so n a b le  
l i m i t s  a  fe w  o f  t h e  item® had t o  be  p la c e d  somewhat a r b i­
t r a r i l y  w ith  a  p a r t io u la r  g ro u p *21
H & rJAsft ^ P i t a i  C h a r ts . The term  "w orking c a p ita l"  
i s  som etim es used t o  mean th e  d i f f e r e n c e  betw een  cu rren t  
a s s e t s  and c u r r a n t  l i a b i l i t i e s ,  and a t  o th e r  time® t o  mean 
' th e  amount o f  th© c u r r e n t a s s e t s *  In  d i s t in g u i s h in g  betw een  
th e  two concepts some a u th o r s  u se  "working c a p ita l"  t o  mean 
th e  amount o f  th e c u r r e n t  a s s e t s  and " n et w ork ing  c a p ita l"  
to  mean th e  d i f f e r e n c e  between c u r re n t a s s e t s  and c u r re n t  
l i a b i l i t i e s *
f i f t e e n  o f  th e  r e p o r t s  c o n ta in  c h a r ts  (5  l i n e ,  8 bar) 
and ta b le s  (2 ) sh ow in g  th e w ork in g  c a p i t a l  p o s i t i o n  f o r  
p er io d s ranging to  11 years* In  each c a s e ,  th e  co n cep t 0$ 
•n e t  working ca p ita l"  i s  u sed  th ou gh  se v e n  o f  th© t i t l e s  a r e  
m erely "working c a p ita l ."  The t i t l e  o f  " n et c u r re n t a s s e t s ,"  
used in  one r e p o r t , may be a more m ean in g fu l c a p t io n  fo r  
most annual rep ort rea d er s*
21 3Fhs m a te r ia l p er ta in in g  d l r e o t l y  to  d iv id e n d s ,  
earnings per sh a re , and d is tr ib u t io n  o f  th® sa le ®  d o l la r  i s  
in clu d ed  in  Chapter 8* The m a ter ia l d i r e c t l y  r e la t e d  to  
wmgee, s a la r i e s ,  employee b e n e f i t s ,  employe© s e r v ic e  r e p o r t s ,  




Tfmingji •  sta r t
tm m  m coed v a p o r *, ,  i t  
mi n ttN H lM  eaaplote report. Die Chart earn add novhJ 
*  P**#W lJ m p u i i  M M ti i t tN  balanoo shoot 3a M M  
•M M l a t i t  (th e n t lA tf  (R ffim t a ssets to  wi i w l
to  Mmmi tip *  the respeetive fe a r s . E m  
rtjrtW M H  than the d o llar aaount as d n m  in  a 
i®* f ld  M u t m  p M tttly  ho used to  h m  admatago 
I t  i s  oMMootlon mlth an explanation o f 
A t  daeldsd ehonees la  m w  o f the aurrent Item s. 
A VtflM SS S ta r t  f  && id  El&ettfLO
SdsA Cwpvns M pw i 4s y ftr ttiltiii
JM - additiom to  tahloa and shorts referred to  atom* 
the M p t la  also  sutntwsd fow aharta a s foU em si
■ ot SelOB».lfeste3ac Capital mod Xnrenterlaa — flen-
______o f Funded Debt sad Preferred Stesha to
IM klM  Capital — Rational Salsgr Predeeta * » •
a J n G t t ia d  Koatdag C apital — Seelw ell Ifenufaet-
MeMdiM Capital la  R elation to  
F. I» N ailer? *  Co«* Xne.
22 th e  eu—mat asse t « a » e  par Mora 
alaMi^af M  tO tllS ISNtttOff tlSS dOftft tllS aSOOUXlt 
I ta l. doe asojMrin drehsa and David L. Ood 
le t  a d ., NeOrasr-Blll Book Company, Xne.*
f #
of sist work*
$ h kOJf̂ Cjp
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t t e  I n i  tM  s ta r ts  are poorly 
< * •  ttpOBttafk* t i e  onaptnrlaorui 
< W * i m i  ism ie ea k t, I h m  la , 
tln e a l frin tla n M y  M m n  net sa les and 
sad eeskdpg ea p lta l aed U m M m Im .  1b* Qeoesel Haw ®* 
ttniM Ska flW fm ttM  M art la  mare la fo n a tle e  Man any eff 
Mm a tta r  on string oap ita l M arta.
llB A  daaat JSbsSM* Sixteen o f t te  reports contain 
t te r te  daa&Seg k tt t  fixed  a sse ts . S m  « f ttea e aka* tte  
dMPHMttMM fa r  fixed  aaaata and depreciation fo r  periods 
« m t t  ftmm f le e  to  f i f t een years. tton gt tbegr bare sees 
w ta s#  tfec®# tte
MMfe manr ftttAMMttfeSstt ’in* MMHUMetddM teS-tike Mince 9 W  w p  a m e P M i a V V  J tH  aMli^pMwdMMMVH MNMMi u l w
adds* e f cateepim ar M M tt Seepaer.
a  m n  tifliM ttw i type o f M art la  awed la  th e n  
« f t te  repo rts .  tts s e  are sexpexeat-part aborts Mtlch Mow 
dpeae keek aaiae o f f lie d  aaaata, asoawflatad aUosanees 
fb r  deeanlntliM j aad n et keek sa lae . 23 Xaak o f t te  ttree  
eaoaledaB akarta la  of a d lffero o t type*
*— “ » piimbnsoa o f aaokfcnoey and equipment, 1938-1917" 
fettib en e - » < * «  Corporation. ( tte  « b u t la  ex- 
pel Ian! t t e  Gonpaep*s enM aw y pwwbaae* are re- 
la ted  to  t te  age o f aachinea in  m m  la  t te  industry.)
93 See t te  Carrier Corporation, Air Incorporated, 
end Tieflawt flboata Manufacturing C o., Inc. reports. In « o -  
tr a s t, B tte B e ll, t t e . usea a "net fixed  a ssets” M art.
3 5 0
j g g f  .W * ***** *» »alati«a to  plant investm ent, 
1937*1946 — Marquette Cement Hanufaeturlng Company.
{***£•** ***5?* ** Important, tout chart is  toe sm all ^  ̂ W SJ VCftCSJljg*}
w om a* aaaata, groas fixed  a sse ts, and
Mfe n n d  > w t i | 1^11*1916 —» El® e te le  Beat o®st«*
p sa y . ( » * 1 *  e f  h u m * * * ” 1 .  e n s e t C f a ^ p J
lit*** are to® manjrj th® chart, without mm*
te tea i*  app®*» on page with three other © teste*)
f t e  fixed  eeeet chart® have a® much in terest value
ta  the report© me t te  warning cap ita l ©tert®, a te tte r  ter®
m m  l i f t e a t t e  v » te »  I t  i® suggested that t te  chart
M  te a t etev  gro** hook value, accumulated allowance for
d®P8P©cigi&®®# •ad She annual depreciation charge.
t h e e  I m t  f lt o t e . Reliance Manufacturing Company
t e  iteae® M t e  (InfiMimll on « «  chart® to  th eirw S B I V W  V p  WW m a i p V H W  ^ » * l 3 p F W *  w W W P F l i *  1 P W W  ▼ ■ ■ ■ H m ' V W  w W W W i W B r w P M
W m m  sh eete. flw  Melteneo sta r t ta r n  to ta l aaeota for  
IMS snd 1946 and the f i n e  Snamsl ohart shews current, 
ft  Wit, amd to ta l a sse ts for the period 1936*1946* Those 
W sta  dw> wSmpsrtant rolatlonshlpa. A mow Interesting  
sad tm lnnntlT i W art la  tho lin e  chart In the Cudahy Pack- 
tsp  iT fim  report whioh eooparea inventory valuta for two 
war periods, 1915*1919 and 1948*1946.
movw £j££££* Ton sharts mates not worth eom- 
pseAaons ip  years* B u m  o f those are component-part 
•h arts shawls* •  breakdown between cap ita l stock and sur­
plus* One m oltlple-ber shart shows the w h s th ing. S ix  o f  
the W arts measly m p u e  to ta l net worth for oas year with 
Wo mat worth fa r  another year or a period o f years* Another
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OMrt * ta w  M o o t t t t la o  to  earned surplus fo r  l? t6  m m  
19*5. t M  A w t a  oowIS b* eo&tteS v lt t e a t  M in  to  taw 
•m S8oM m oo an f * t e l^ r  o f  M o w n m . Ooaparlaons b e- 
* * ■  ■** k*rM  aos f ix e s  a w t c t  M t worth end to ta l  
, H M k i M t tneewa aaS not worth, ««s aalea and M t worth 
M M I %• M N  h elp fu l.
ito ^ y u a c -a a  Sfflfift aasfeft. a m  el»rt»  «w tfS»  
M rtlH ty  a l  not w r t l itOM . m  Bellanee K n tfu tg rta g  
•m m m  M part t « M m  a 11m  th a t  shewing cap ita l atoolc 
MS w m 0 k m t  iM ir m , tu w a t  lia b ilit ie s , u d  to ta l not 
M M  t m  tha |« tM  ^ S M i. S ta lta rty , A t  r iM n tf
do^pwyr ^ont& lns n —f t r  gtajpfe ftiseif**
M t « M n w «  MS to ta l ca p ita l for a f lw -ja w  y tr ltd .
M i flo o  t a n  M i  Mo M p trtw a  between yoara woiy S if f i-  
Owlt. M o ISM M art M U  have boon m *o e ffe c tiv e . H m  
■IC iriO M t eoM arloaoa ara m So la  a t h a t  la  M i StaiteS- 
M noU %m  1m . ; ropsrt la  tftM  Mo « a o w  otoM  equity 
la  oommmS «®M funded SM t and prefe r red atook.
Other MlOMO sheet oaoparlMM which nigh* *» 
node iM led ei ftaoS aoooto to  flood lia b ilit ie s , book value
Of ooaona eteak tgr years.
faj£&J9£E&b* Thirty reports contain bar or lin o
M arta hbewiki ooloa «m  a period o f years. Mo F. H. 
Mallory *  « M V »  M .j M art covers 30 years and the Oon- 
i d l  Foods Cefp a tt ta i chart eoBtalaa data for aa 38-year
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— ted . to tes— ete ly  n u y  to  t t e  chart. do net include 
« y  m n  p eter to  t te  war period. In addition to  th is  
— up or M ta  s ta r ts , tone report* contain start*  which 
■boo types o f M ies or source* o f moose f a r a p n l o d  of  
*•***• antes to ts  i s  c la ss ifie d  a eM tto g  to* foreign  
to  d n sa ta e , t o  or « M U a s coeds, and seloe to  w Mm s 
ta to r tr tes or types o f eu stem rs.
*H  o f too store s ta r ts  should to  tossd  m  tote 
• t o t a l  la  t t e  eoeperstire Inoone s ta to a n t, ocnssqusntly 
t te  s ta r ts— toy " p eta  op" tte  noweosttt o f sa les over s  
p arted to  peers, th ese sta r ts  ter*  sow  in terest value 
paetably, ta t  ta r  ta te  l i t t l e  contribution to  to tte r  un- 
darstandtag to  tee  footers strteh tews sffto ted  sa tes and 
ere lita ly  to  a ffe c t sa tes in  th* future. In th is  senate- 
t ie s , f le e  reports oontein eherts whieh stew sa tes in  re­
la tio n  to  sons a sse t fa ster  or fa ster* , they are*
teto tten  to  sa tes to  n et fined  a sse ts , 1939-19*6 
to te s  per to lle r  to  gram  p lan t, 1937-19*6 
to te s  between sa tes t o  working ca p ita l, 19*0- 19*6 
to te s  and tew entertes, 19*0-19*6 ^
ferssntiicsa to  anonal sa ls*  to  year-snd investments 
in  i nsentorr , current aeeounts receivable, and to -  
tossed  payment aeeounts receivable, 1937-19*6.
f —  reports eentain sta r ts which show th* increase 
in  prtes to  tta  Company’* produets in  rsla tten  to  ooapetlng
t
P rise iaerseaos on building a a ter ie ls by typos, 1926- 
19*6 — Marquette Cement Manufacturing Company 
Trend to  s e n s ,  sU k  p rleos, and other grocery p rices, 
IS IW p T  ~  M im  C o a p m y
3 5 3
Average monthly p r ices o f silk *  w ool. ce lan ese , and
^ S S r S l * ” * 1 9 3 ? - l 9 4 6 t : * c « l ^ 8r c  w a t i ^
lte** ! * i , ??**??■ ®*Jor coats o f photographic
products, 19*0*19*6 . .  Saatwan Kodak Company
Ifc* la s t  nine charts referred  to  extend the scope 
o f tb s report beyond the data which are la  or should bo in  
the cooperative income at&tenant. Another in terestin g  and 
in stru ctive chart i s  the l in e  chart 4» the C aterp illar  
Tractor Company report which compares "Caterpillar" man- 
tew *  washed w ith the Federal Reserve Board Index o f in ­
d u stria l production. An explanatory note below the chart 
readss
"Volume o f  company operations and volume o f na* 
tlo n a l production fo r  the p ast f if t e e n  years are shetm 
above. Company eperatloae a n  noaeured by the mmfeer 
o f wn-howr* worked by hourly-paid eayleyeeo. Katlon- 
a i produetlen le  as sheen by the fed era l Beaerve Beard 
Index o f Indnst r ia l  Production.
"It w ill be observed th at th e n  has been a c lo se  
relationsh ip  between the national and the Company 
tough th e n  l e  no assurance that th istrtnds* Ai<____
relationsh ip  w ill continue in to fu tu n  years, those 
who nay desire to eetla a te  the tn n d  of the Company's 
future operations may be aided in  that purpose by 
watching the trend o f the federal X eaem  Bean index, 
as p eriod ically  p en east by leading economists."**
fiv e  other reports contain charts or tab les dealing
d irectly  with sa les datai
S a les, en rage mmaber o f s to n s , and neat sections 
Average am ber o f salesmen 
Humber o f orders
Sales volume per man . „ . ,
Ineeme by quarters — six  quarters in  1909-1906
— — — A—»
l$M  Annual Report, p. 5.
3 H
The C a te r p illa r  aae th e  © ther n i m  © harts re fe rr ed  
to  Im m ediately above g iv e   ̂ an id e a  o f th e  ty p e  of s a le s  d a ta  
which oaa be p resen ted  advantageously^-data which in cr ea se s  
th e  fund o f  in form ation  in  th e  r e p o r t  and  a id s  th e  r e a d e r  
in  a proper in te r p r e ta t io n  o f  i t .  Managements in t e r e s t e d  
in  a c h ie v in g  f u l l  d is c lo s u r e  should  w eigh c a r e f u l ly  the  
d e s ir a b i l i t y  o f  g iv in g  answ ers to  q u e s tio n  such as th o s e  
l i s t e d  below . Though some n a r r a t iv e  e x p la n a tio n s  would be 
req u ired , com parative s t a t i s t i c s  shou ld  su p p ly  th e  o u tlin e #  
The s a le s  data In most current an n u a l r e p o r t s  an* 
ever o n ly  one q u estio n : d id  we r e c e iv e  more o r  l e s s  from cus­
tomers fo r  goods and s e r v ic e s  than l a s t  y e a r  or d u r in g  each  
o f  th e  l a s t  f i v e  years? There a r e  o th e r  im p o rta n t q u e s tio n s  1
What i s  th e  source o f  income by m ajor p ro d u c ts  
or l in e s ?  fo r  exam ple, in  the Case o f  th© m eat pack­
in g  company, what part o f  th e  income i s  d e r iv e d  from 
meat p ack ing , what part from b y -p ro d u c ts , what p a r t  
from sp o r tin g  goods operation® , ©to*?** Which o f  
the l i n e s  or op eration s i s  proving most p r o f i t a b le ?
How im portant are our s a l e s  in  th e  in d u s try ?
I s  com petition  d e c re a s in g  o r in c re a s in g ?  Who a re  
our main com petitors? What i s  th e  d i f f e r e n c e  in  
th e  co m p etitiv e  fa o to r s  a f f e c t in g  th e  m arkets fo r  
each o f  our ty p es o f o p e ra tio n s?
Did any o f  our products (or servlc®s)***new o r  
o ld —make s ig n i f ic a n t  ga in s or lo s s e s ?  to© c e r t a in  
demands expanding or re tr a c tin g ?
To what ex ten t d id  In c re a s e s  o r d e c re a se s  in  th e  
s a l e s  f ig u r e s  rep resen t changes in  u n i t  volume and to  
what ex ten t were th ese  o ccasio n ed  by p r ic e  changes?
a  d e ta ile d  breakdown ap p ea rs  in  th© I n te r n a t io n a l  
H a r v e ste r  Company r e p o r t .  See pages 277 and 2It*
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 ̂ Uha* i s  the  *£***2*0?, lo ca tio n , and number o f eus- 
j » m «  » w ? m t Sid  th* averag* customer bur more er  
le e s  than in  prior years* w
to  what way u i  production problems a ffe c tin g  sa les*  - 
Are production fa cto rs becoming mop* or le sa  favorabl# ? 2 6
<sdC
A few report* contain comparative chart* or tatoioa 
an phases o f  production which when accompanied by narrative  
in terpretations a id  Materially in  «h* a n a lysis o f the sa le s  
fig u res. Kino o f the item s are eagfciened as followst
Body and body parte production, 3,938,  3939, 19*0, 19*1, 
19*6, and estin a te fo r  19*7 — B riggs Manufacturing
f l s i r p f f l ^ e i r t  production, 19*8-19*6 — Robert Oair
Growth Trends o f the two major types o f man-made f ib e r s , 
1938, 1939* and 19*6 — Guianese Corporation o f  
America
liv esto ck  purchases, 1937- 19*8 — Cudahy Packing Company 
Increase in  tw isting sp ind les, 1937-19*6 — Duplan cor- 
peratien
Goodyear t ir e  preduetioa fo r  motor v eh ic le s  (accumula­
t iv e ) ,  1 9 *0 - 1 9 * 6 1  u n it t ir e  production in  the V .  s.
A. by passenger and truck and bus, monthly average 
for 1 9 * 0  end 19*1 and monthly production during 19*5 
sad 19*6 — Goodyear T ire & Robber Company 
O il production and refin ery  runs, 1937-19*6 — Standard 
G il Company (Indians)
Paper and papexfeesrd production by te n s , 1900-19*6 — 
West V irgin ia  Pulp and Paper Company 
Scheduled and actual production by months, 19*6 — 
Standard O il Company (Sew Jersey)
Backlog — Dresser in d u str ie s, Inc.
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S SS S B 'S S i ihotifog Isisa *  next to  sa le*  and
earning*. more chart* and ta b les are 4*ret«d to  taxes than 
any O tter income statem ent item . According to' co n ten t, the 
charts ■ay b* c la s s if ie d  as follow s*
U  — ?&*»* paid in  re la tio n  to  n et earnings fo r  period* 
2 *  t i p  *• eleven  year*
3 — Breakdown o f  taxes by type* fo r  periods 
to  s ix  years) taxes per share In two eases*
1 — fa x es fo r  1989, and 193* through 19*6 
1 — fa x es per share. 19*1*19*6 
1 — faxes paid compared w ith wages and dividend*, 
1939-19*6.®
1 — P r o fits  before and a fte r  taxes*
th e purpose o f th ese sh a fts  i s  to  emphasize taxes. 
AO anoimt o f taxes paid i s  o f In tere st te  stockholders, 
employees and the general public. At the saw* t la e .  the 
eharts and tab les in  the reports ovor-emphasise taxes in  
eewparlson w ith seme ether expense item s — wages, fo r  
example. 3d Management i s  apparently trying to  say through 
n est o f the oharta which shew taxes th at the tax ra tes on 
corporate iacen* are toe h igh . Sea* o f  them seem to  suggest
* f  a breakdown o f taxes by types In every report i s  
believed  d esirab le. 
2 8  Tbs comparison o f taxes w ith several other item s 
w ill be noted in  section s which fo llow .
taxes
89 This chart shews "p rofits before a l l  taxes,"  " a ll 
"profits a fter  a ll  taxes," and "percentage o f reduc­
tion  o f p ro fits doe to  taxes."  Thor* i s  as much reason fo r  
shoeing percentage o f  reduction o f p r o fits  due to  wages.
30 par example, the use o f one-half page in  reporting  
that taxes and d u tie s  were the th ird  la rg est fa cto r  in  1 9 * 6  
costs. Th* explanation fo llow st
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*tat i f  the taxes wort reduced* stM taeld ers*  employees* and 
th * 8*n*r a l «"*U e ta  the b en e fic ia r ie s . This nigh*
or ***6 h* the M N i Its la  m isleading to  slum taxes  
** •  percentage o f sales* and a comparison o f taxes w ith  
wages sad dividends means very l i t t l e .  B etter comparisons 
would to  between tsssas and to ta l expenses and taxes and n et
V 9fth t
CllflUPfe® tataJ TflKt a a  Kffi&Kftfii»4mm ^janwlwfl»a ^Ikskvwi ftiftaia n  jHMMWn fiS B sa a ig  vmmwrn awm
eleven charts which A w  n et earnings fo r  periods ranging 
frea  two to  twelve years. One o f these shows earnings 
broken down Into doeestlo sad foreign  sources. Bight shorts 
sad tab les eeapare M ies and earnings fo r  periods ranging 
from 5 to  47 years* with four o f  the ebarta showing 
data for 15 years or aero. This group o f  sh orts I s  
epoa to  e ssen tia lly  the same e r ltlo lsa  as the p ie  s ta r ts
30 (e o a t.)
"Next to  a a te r la ls  and wages* taxes represented the 
la r g e st i t e a  In  the sea t o f  Ooedyear produets In 1946. 
During the year* the company paid out fl00*88i,®OO in  
taxes sad d uties*  laelu d ln g federal* s ta te  and foreign  
lao sa s ta x e s , ex o lse  and s e e ia l aesu rlty  le v ie s .
"RATIO <» *AX*g 70 WA088 •
Dm gMRpasy paid 'S/64 in  taxes fo r  every d o llar  paid to  
employees as wages.
BoIqm w .  half-page statem ent la  a ta r  s ta r t showing 
t - . - .  fo r  I 9 “i9  and 1934 through 1946. But why i s  a tax  
s ta r t  used 1» preference to  m aterials and w a g e s **•  
emmt mt tk«M  i%ma» gazmot b t lo ca ted  a t  any p a in t in  t m  
rep ort. They way have increased r e la tiv e ly  as mueh as taxes, 
go may have the c o m p a n y 's  net worth and personal income taxes.
m
showing tow d i s t r i b u t i o n  o f th© s a lm  d o l l a r * 31 th e  Blue 
B a l l ,  Xao» rep o rt shows i s  a m u ltip le^ -bar © hart n e t  p r o f i t s  
(b e fo r e  sad  a f t e r  ta x es)  as a p e r  ©sat o f s a le s *  The 
t o t io n a l  D airy Products Corporat io u  r e p o r t  has a ^ P r o f i t  
f «  t o i l e r  o f  sale© * ©hart fo r  1937-1946* to e  Marquette 
to m s *  M anufacturing Company r e p o r t  c o n ta in s  a ©hart which 
a sh e s  an  unusual comparison? M arquette*s n e t  income to  
d om estic  consumption o f  Portland cem ents, 1937-1946* f t  e re  
i s  no in te r p r e ta t io n  o f  th e  © hart, t h e r e f o r e ,  on© must 
ponder i t s  s ig n if ic a n c e *
The one r e la t io n s h ip  which needs most to  he empha­
sised  i s  in corporated  in to  com parative chart© by only f i v e  
o f  to e  r e p o r ts s  earning© r a te  on c a p ita l  i n v e s t e d *3&
SfejOff. sM. Sanaa ite a to s  J te  a l l§ £
2g£SB£*33 Three oh arts and one ta b le  show th e  " d is tr ib u tio n
31 See Chapter 8 ,  pp. 318-323.
32 See page 316 fo r  th e  names of th e s e  r e p o r ts #
M  Three oharts show th© d i s t r i b u t i o n  o f  s a le s  in -  
earns* The Standard O il Company (In d ia n a )  chart shows g ro ss  
incom e, © oats, d iv id en d s , and e a rn in g s  re ta in e d #  The S w ift 
and Gompany ch art shows l iv e s to c k  and o th e r raw m a te r ia l ,  
w ages, sa la r ie s *  s u p p lie s ,  f r e ig h t ,  ta x e s ,  e tc # , and n e t 
ea rn in g s. ATF Incorporated show© on a com poaent-lin©  ©hart 
m a te r ia ls , p a y r o l ls ,  expenses (a poor d e s ig n a t io n ) , ta x e s ,  
reco n v ersio n  r e se r v e , and n e t income# A© was p robab ly  in ­
tended n e t  income i s  a lm o s t pushed o f f  each o f  th e  © harts# 
t o e  ch a rts  a r e  open to  the same o b je c t io n  as th e  p ie  s a le s -  
d o l le r  ch a rts  excep t th a t the com parative  d a ta  d em o n stra te s  
th a t  to e  d is t r ib u t io n  v a r ie s  each year*

nnapnwtlsely ib* sssastdsl wliMiMMp of dlvidsnte to 
* m w  t w i i i i i
SM m t £ m a a m *  s& & *  » a  t a n s * ,.  « * « » »
8S ettltlsaal starts sad M bit s  abista sespane t t m  or  
* ■  Baoawsa o f tb s aMber « f e ls—ata* 14 o f
tbs 9  « t  la  t t t t e  U na. An t r i t a t t n  o f the p n m l  
■stosre o f  th n o  4 w ( i  sod MAoo I s  gtw n  bar tbo ftU oo*
13 •  Ms shut or M l* begins slth  ast salssf M  or 
w s  of tbs foU ndii itsas m  odMi otlos tea 
tssadtgs* n r  o a t of irottt  to solas* oaatogo 
per ( b n , (UTlfada, f lr t fa f i p a  a m , taaei,
- la w lU ) arsflts M m  tsass* pnOt* o fta  torn , 
■Mlttm-ISlSS# sst profit.
€ -  A s a a t  os M l* begins «U t ast iasoasi tas a  
aoss of tbs fellodm  Itsas svs sddedt tsass* saro- 
tSBS retained* lis t Oasts,  ast plant lassstaeat* 
MvftdwAs p t  ateM* book vslw  pov ohetPo*
6 •  glaesnaaarmsj tbs <Hrt or ta tls twolades fins
to  a la s itsa s .
Itost o f tbsso p w isr tttlo M  contain too aangr its a s  
fa r  a p r  irsstlin  sa t sa tisfa cto ry  in terp retation . fo r  a *  
iM pli tb s t tU s  la g  and Papsr Corporation roport eootalas 
d |p t  its a s  on a lia s  s ta r t. Ordinar ily  not a n  than four 
H ass S m td  bo used* sad for annual report purposes i t  i s  
T m pntifl tbat tb s ab h or b* bold to  too or tb rss.
3d Dw eosaarteons sontslasd in  the Bolden M umfsetar- 
1 st Osmpmkp sad Bafasay Stores tneorporatsd report* are east- 
asSdablo I s  tb at not worth sad ineoas Itsa s jun* sbsait, A s  
asld m  tab le absast cap ita l sad surplus, not a sse ts per aha** 
o f M W Aaitl stem * book rains per Mare o f seanon Mask* 
dlildead* padd gar abars o f oeaaon atom* a st saitdngs per
f l lp f t  o f  M M  c M k «
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m a m k te & a im L  « f too ta n a ra -to t taarta Mrf.
' M l ' S | W 6 M B 9 P l t i B ^ - 3 S  f t f l i W H T i f i n m  ^ I t r i f t  a i l t e t o ' t a i f i n  « > « u C  4 t > % i ^ l t a i t
« H n  J H O n  « K  * w S M M M ii i i iK ln i *  w » B | W l T O l > A y |  t w E | I * M r m 3 S  mmmk wmm£mm
**• * * *  *“  » l i  reports aad n et e ffe o tle e ly  in
**•* •*  * •  ta g erto .3® yn tM  w n w rt I f  toe data dm  
ftfetanfaA 1* too t o r t  in  a t t a c t  75 per eon* o f too s u m .
A ton f ic r  period, or too l i f t  o f too f in s  i f  i t  1» lorn*
t a t  m w l a A u MM  * M IHW >
g to H i g t o  sta r ts  out old la  ooldae too to ta l *0 -  
goto n ta a to lj s ttm sU m , oaoh short should to  ju stified  
on too to o ls  o f too p crtta o m  o f i t s  b h h c *  to too m id* 
n o . to  otoor too a e tle  o f t o t a t o  to  not oaloo Is  worth­
le s s !  to  t o o  too ra tio  o f dividends to  oap ltal U m ito o t
la  o f  to ta l importa n t  to  00007 reader.
too  u to i t lm  o f m  lta a  for o period o f fn m «  ee- 
p i t i l l T  atoa c t a o  to to m t oonnont or interpretation, in  
l o t  t f p U t a o l  toon too s h u to c  o f too fu n etien ally  ra- 
U M  l t a t .  VOr wooaplo, starts shoving earnings or sa les  
fo r  o oorloo o f poors have a H alted  Meaning and oan to  voxy 
U lt iU m  Earnings, ta stto r  increasing or desnsaalng, 
■not to  related  to sapltal invested In otoor to  judge too 
ta n g o  la  aaanal oaralnga ooor a p o r ta  o f years.
35 cm  MHBU to* 12 7J3U fo r  related  oousenta.
30 fo r  onooUoMw in  toehnlsal d e ta il, Informative 
o u n tn t, and go n ral  m a a m ,  toe C aterpillar fraetor
Ccapur s ta rts  are oottaaadin*
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t&bloa, mil 0®m*£
a&t3>̂ £smt<**&3&' m&mtstrct# toy complete iv t
Gt&fta OftH fefc #ftte$& W $P 19̂  SBOH*"
•!®®s*w%-S3i th e  slOTifioa& oe o f  s® lector!
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CHAPTER 10
em ployee a k o ta l mmmu
Labor has lon g  boon recogn ised  as one o f  fou r f a c t -  
ere  o f  production* Labor* l ik e  each o f  th e  o th er  fa c to rs*  
i e  e s s e n t ia l .  P roduction and e n te r p r ise  r e s u lt s  h in ge on 
th e  p rop ortion s o f  th ese  fa c to r s  and th e way In  which they  
are combined in  a g iv en  s itu a tio n *  I t  i s  th e primary fu n c­
t io n  o f  th e  management fa c to r  to  apportion  th e  fa c to r s  o f  
land* labor# and e a p lta l in  such way th a t th e e n te r p r ise  
w i l l  be p r o f ita b le .
Management i s  alw ays faced  w ith  th e  fo llo w in g  prob­
lem s! should  th e  p rop ortion  o f  la b o r be in crea sed  or de~ 
creased* and* i f  so* how much? Should i t  be in crea sed  by 
tr a in in g  and up-grading o r  by h ir in g  a d d itio n a l lab orers?  
Should th e p rop ortion s o f  e a p lta l and land be in crea sed  or  
deereased# and* i f  so* how much? In answ ering th ese  and 
concom itant q u estion s*  seme o b je c tiv e  data are a v a ila b le  to  
management* but management i s  forced to  make e stim a tes  as  
to  th e  p ro p rie ty  o f  in cr ea sin g  o r  d ecreasin g  th e p rop ortion  
o f  labor* land# or e a p lta l in  th e p rod u ctive and d is tr ib u ­
t iv e  p rocesses*
I n d u s tr ia lis a t io n  has brought b ig g er  and b e tte r  
m achines. M anufacturers spend huge sums o f  money in  d e v e l­
oping and p e r fe c tin g  m achines and in  determ ining th e  b e st
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365
o p era tin g  and w i i ^ s a s t  p r a c t ic e s .  They a ls o  p rovid e  
engineers itfw in s ta ll toe aaohiata p ro p er ly , o f  they  g i f t  
d eta iled  in s ta lla tio n  and o p era tin g  s p e c i f ic a t io n s .  These 
machines eve W fiM d  rtg o la rly , th e  t o s t  and many ty p es  
^  apeolaXly prepared o ils  and g re a ses  ape u sed , and when 
opera tin g  d iff ic u ltie s  arise* a l l  o f  th e  s t a f f  en g in eers  
are kept busy working on th e  problem, end o f te n  o u ts id e  
W ji i t i  ere sa iled  in  t o  cheek the equipm ent.
U nfortunately, in d u s t r ia l i s a t io n  d id  n o t bring  
w ith I t  the s u e  type o f  c o n s id er a tio n  fo r  to e  la b o r  fae*  
to res the c ap ita l fa c to r. C onsequently , a la r g e  p a rt o f  
■ w a s w l 1!  present-day tr o u b le s  can t o  tra ced  to  th e  d i s -  
proportionate amount o f  money and t in e  (even  more im portant 
nancy) devoted to  engineering and d is t r ib u t io n  prob­
in  comparison w ith  p erson n el and i t s  problem s. There 
is  much evidence th a t  management has n o t t o m  a s  c a r e fu l  
in  fr— to e  workers a s  th e  m achines. The machine i s  
checked end inspected regularly  to  nake sure th a t  i t  i s  op­
erating properly and is  n o t b ein g  damaged in  any m y . Con­
versely# the employee has tom  exp ected  to  tak e alm ost f u l l  
re sp m slb illty  in  adjusting h im se lf  to  th e  Job c o n d it io n s .
to  recent years* most corporation managements have 
gems t o  a to tte r  re a lisa tio n  t o s t  th e  lab or fo rce  must t o  
e a r e f u l ly  sele c ted and placed* p rop erly  o r ien ted  and trained^ 
p aid  a reasonable mage* have a sa n ita r y  and p lea sa n t working
vOvO -  « a  *
5  £s 8  %
at a
a
* ia § a a
I !
i i i ,
1 1 1  H  v i
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l®an t t*  fwrehaae o f a treat o f land op saw agutpnant., 
nkanoaa la  iw iH ti, a te . In contrast, tba report
***• n ^ t t w ly  l i t t l e  information cn p a n o n a l p o l- 
la le e , i n U a i ,  wA p lan s, n *  esployee does not e x is t in  
so fer as SB of the 100 reports shew. In taw remaining 78 
reports *al» 1*3 pages am devoted to  employee to p ics. H i  
represents far laaa coverage than la  given to photographs 
(lac lading a faw eaplcyee pictures), products, op p lan ts. 
Baw  is  oeew (though oftaa  only a Una op two) reference to  
the ftU adai p w w l employee topics in  tbs reports as
Ponlea
Me» a f
21 -  A general policy statement
26 -  M tpi
26 -  Zasonaaee — U fa . aaoldent, h o sp ita lisa tio n ,
ato.
22 -  Training
22 -  B etlrem nt and pensions
16 -  Vacation pay
16 -  Safety
l i  -  the work a f veteran*
11 -  Med ica l pragma
11 -  Ihi—setln n  plan
10 -  T hrift plan
8  •
51 -  M laaallanaoua. including m em atlon, leogth-
o f-eerv lee awards, unlan rela tio n s, ca feter ia s, 
employee nsgaslns, turnover, proaotlon p o licy , 
a te .
Wto*m\Pn\ is. aafc la Bag aaeasla- 8w®
la the ease of the 72 reports which contain sons eiqployse 
yaiet'oooo*.  the tendency Is to make a few ranavks which are
•& r t!]M 


















Cerpom tim  n p r t .  Oenemi K leetrio Coapany, flm m l *©t- 
« n  <!(ipnm UM i> dehanlagr B ta ttU m  Covpamtian {a d n i IM v 
*ftftts) aad f td ft  ft Coapany * S »  tea M at aenplate eevam ge 
*  ****aft» aapmdltuma for tha b en efit o f eaplepees. M w  
faotiwl data an wages and tlia several employee b en efit p » -  
* • ^  Pftinaay m i  in  M at a f the a p n t i .  Aa noted 
S i ft iwawiaua ahapter m gs psyimnta and other poymnts ftade 
fftr tfta d im at benefi t  o f employees am  net detailed  in  the 
Sftaam statement or in  a aehadule thereto, flw  beat ew «  
m g ft  S m S i non awls te n t in  a m ajority a f n p n ta  and 
Saaaafttota in  ethers, appears in the fom  o f eftarts.
H m  d a i t i  w ft iw  to ta l wages and sa la r ies far  
pesftsds Taming fra e w e n  to  twelve j a m . n e w  can to  
■tsftsadiag sln ee tfta offftat o f ohnngas f t  a o ftw  o f enpioy- 
om  ia  tr r f-f-*  f tn ftr t if tg  t h l i , tha A llied stom a Cer- 
peentlsn  f l i r t  m am  separately tbs im rcaaa tfna to  h ttfar  
n n  la a a ls and Imemaees ia  madiar o f employees.3 Horn in - 
fm a t lm  d a ita  am  tfta nlM  nbiah aeBpam average annual, 
n i t l r .  aft hearty m « h  fo r  parieda ranging fron two to  
eighteen p«am . tfta data la  shown annually for a 15-year 
past i i  tft niirrniiqln Adding Haohine Company and C aterpillar 
Vane to r  Ooapany. aibmiI data ia  preferable to  tfta a lte rn a te -
V ftn  o r tfta aftarta shea tfta approximate number o f 
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th ere ** *  group o f M arta ond tables*
****** W tM m to, e te . (fir a  oospar- 
h stlo  t f  w f f i  and t o n  to  not earnings. 193? -19b6
i s s ' i & z r * ' o t  ” * * * * * ••
* * •  a r ttla a l comonta already n f t f  
** * •  fw deew etal weakness la  a l l  o f the wage M arte 
M U aa. B a  M art oar tab le pertains to  only m  sagnent 
o f the anplejeaa, or there la  doubt as to  whether a l l  are 
iso lated # and there la  doubt as to  the lnoluaion o f eseeu* 
t ie s  snsponaatlan. the data should net leave such questions 
la  < «» .
tm S S B L  fcw lastlan  of fs rsonws l  Bata lp  h a  la w r te . 
Sheet wan th ird  of the es part o soataln  a s aaplaysa data or 
as l i t t l e  data th at the stoekholder or other reader g ets  
a wholly I r s d ip it i twpressloa o f h o  part shloh enployees 
■art play la  a suaoessful undertaking. Enployees as eon* 
M N h N  to  the sue co as o r fa ilu re  o f the enterprise are 
ip s ie i.^  the aoeiaot o f th is  group of reports Is unbal-
2h aimthrr one-third(and aaybe sore) o f the reports* 
lrssleo a g t relation sh ip s are aapfaaslsed with the Intent to  
shew th at applepeee are already receiving os teuah or sore 
* * .- they should* n o  noet-uaed devise for demonstrating 
th is  " fast” I s  the percentage d istrib u tion  o f the sa les d ollar. 5
* autfc osdsa lon is  In d irest eo n flle t w ith  nanagenant-a 
o ft_neard s la in  that enpluyeca are partiwrs In tin  e n te r p r ise .
ef^ th ls ^ ^ o f l^ u * ( i f0 r  m  in a i®atl0B o t t*i® preva-
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* tep iom  »— w u t iw  or th i. typo ia  in  tea  in t o m  
111 fdAturliig 6aspany report. te e  C fe u m  o f 
«**•* * •  eaployoe atory in  « m «
. . .  * • J »  w port tea t labor ral&ttons a t
5 “  c * * *  * •  noanal. At ono plant m  ter*  baan a n d  
" F . 13,000,000 i«  a p ortal-te-p ortal pay n i l ,  bat te ia  
■wit w U m  tea  aaaa pattern aa counties* a is tla r  autti 
t W  tba country aa t in  raault o f a roeanfe 
" y * ?  diaputed oourt d ecision . In a a m  which *e- 
*” * ■  auohpubllo a tten tion , m  f  tied  an n a w r  and
to  anoint o f $15*000,000against the M or 
• »  I ts  o ffle e r a . Our eounter-sul t  ia  basad on «oik  
aad aarly q u lttin gs n t t t e t lt a M  by our
eurrent wage negotiations and publle diaoua- 
elosa , n  I n i  t in t  too l l t t la  aaphaata ia  placed on 
tin  proportion  o f to ta l iaeooa whloh ia  allooatad to  
tin  anpSayona, Oontalaad in  te le  report ara acne aaa- 
ily  undaratood d n rta  aad figu res (reforrtag, o f ecurae, 
to  tin  "distribution  o f tko aalaa dollar" ehart and 
table) d ild i atnw t o t  In 1946 330 o f our to ta l lnoooa 
and paid d ot to  our aoployaaa. fit in  oonaldar tba labor 
d d « 4  ia  a part o f tbo n otarial and supplies w  purobaaa 
to  p itd o i our goods, i t  oould bo sa fely  atatad that 
evor 850 o f a ll  our lnaona uaa returned to  labor or 
p m n n d .  Ib n , d a n  wa note tea t tea tearalwldani 
t e n  an inraotnant o f 42,638 par eaqployee, and tea t tea  
diridanda raeelm d by these shareholders wara only 1.3d  
o f tea to ta l inocaa, no ballava tea t ow n tin  strongest 
prepamntd of tea teaory o f ineroaaing tea proportionate 
return to  labor w ill g iro  panao.
"At tea aam luaian o f too m ar w enre ready to in ~  
s t a ll  a nor m ifom  teauranoo Flan for a ll  eaployeea at 
a ll laaelrfim t th is  plan laoludad Lifa teauranoo, Seate 
aad Bianotewnoaat Znauranoa, H osp italisation , Medical 
sod gupgjoal nalOliiiraannnt B anaflte, and Siohneaa aad 
t e a t e a i teauranea. A substantial part o f tea coat o f 
te la  Inour tano la  boxna by tea Conpany."°
o f tb o  roporta in  te la  group la  n o t on ly  
stebalanood aad iaaanplato, b u t inaceurata. T h is typ a o f
6 1946 Annual Report of Rockwell Manufacturing Cos-
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report i*  much more ham ful than the on* which merely omit# 
pertinent facta*
H©t; nor* than 00* -th ir d  o f  thu raporta g i w  r o la -  
tiv o ly  oatiafaotory araphaaiB to  omployee e ffo r ta *  «**%»+ 
and P iaard i*  In  moat a f  thoao tha fa c tu a l -aovovago could  
ha m m  coaplota*
33SS. &X. M  2B&S& RsEfiEt.
iM sB 4 sai StiSBBi saEisasa
Da Chapter 4 i t  waa Indiestad that 15 o f the 100 
hspa rte wm m  addressed to  stockholders and employees and 
th at 3 other reports wara directed to  on* or more groups 
fa  M U ttn  to  stockholders. An examination o f theae 18 
roporta  doom not reweal any noticeable d ifference in  em­
ployee coverage from the remaining reports. In four of the 
roporta addressed to stockholders and employee* there Is no 
iQosgntmna o f employee e ffo r ts , co sts, and rewards exempt 
•<e "we take th is  opportunity to  express our appreciation 
and soarey sur sincere thanks" lin e  to employees In the 
la s t  f —gmape o f the presidents' le tte r s .?  On the other 
wees, some o f the reports whloh give e ffec tiv e  emphasis 
to  the osspaigr's personnel p e llo le s and practices are
? fee  the lp t6  Annual Reports o f fo s te r  and K leiser 
Company, Walt Disney Productions, Reliance Manufacturing 
Company, and ttalwersal P ictures Company, Inc.
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MW- reoai •»  •W d te U a n  only. potable in  te la  p m p  am  
te e  rep ort. o f t o m i  Rotors C o n a tio n , sctea ley  M e- 
t i l l e r .  W n U w ,  ana S u m  * Co^any.8
IW jtM te. B l  gglSBBfe. g  M r  S ep arate R eports
81* o f t t e  100 wapwrtw m «m  roporta « *  in l s M
In t t e  itaO r note oaporote roporta to  aoqpleyeea. a e a r
port aim o f t te  l a g t t  o f t t e  tern roporta la  given M e e t
■mbs o f Coapeay h g n t t  Pages la  .
S ta e k te lte  Bonort°
T i a n i P  A a. 8  a t
6 ae
f l i f  L . n i f U a  Ctat*
M f  16 32
tM n tte r  Corporation 8 32
tm tft ft Ob op my t»  aB
IT 2 /3  28 V S
8 t t e  p m w ta t lt t  o f M f t  aad Oeepoa la  a w ttf  
o f aposlal m h W . a three page sinp ly w ritten statonant 
id 'tfb S O  t e l o n u . . .63.000 Shareholders explain
1,4 1̂0
amounts
g lvea , «—i« « « i t te  par aaat o f rotoan toth®  St&£k~ 
tor m  h ia  lm oaloant. A fourth page contains detailed  
m  an a w l niaii haraH t prograna. i t  la  a loe In terest- 
i « | «e note te a t teoro la  a d istrib u tion  o f t te  sa les dollar"
ate o ter t In tea  reports  but no attsopt la  wado to prove a 
point bp i t .




L sttsr tra m  president -  i  page 
Gwermi statement on t t i  yeairs M ssits ** 2 pages 
taplanatery income statement (sane) — i  p age^ ^  
Orephtp presentation o f scheduled and actual pro­
duct i on, « to , (same) — a pages 
*i«ture o*1 ■■seehly -lln a  operation (same) — 1 page
Swift h Cewpangrt
J r ttw  ft«B president — l l  pages 
66,000 employees — 63.000 shareholders" (a b o u t the sane) — 1 papa 
Bnglanatary ineome statement and balance sheet —
B la trlfa tlo n  o f 1946 aalea d ollar (same) — 1 page 
S ta tis t ic s  «  employee b en efits (sam e)— 1 paga 
M stiune an t names of i^ U y in  a t a n k . highlight- 
lo g  H t a M  v tta a m i, production and d iatribu t- 
Ing proooaaoa, employee suggestions, research, m o  
product s  — 10 pagaa
l i s t s
sad sea s s le tu M s ssa sa la sd  ssessd tias to  f t m *  
serrluc — 83 pagaa 
Prodnct pictures (same) — 8 pages
o f Contant. A t  employee, and not unlike 
A t  sweou tlr e or a a p lta lla t except possib ly In degree, la  
always •flnattleaa o f h la naad for higher wages. B is attitu d e  
H an d  Ida wgilnyar la  c lo se ly  related  to  B is am conception 
o f r tir tiir  Ida weak la  "worth” mere to  the company than ha 
la  being pald.^® B a n a tu ra l Inclination  la  for the employee 
to  b e lles*  th at ha la  being underpaid. Unless management
10 "Closely related'' la  appropriately mod since the 
iMiliiirsT must hama a m  from h is Job than a reasonable wage 
S d ^ secu rlt* .*  In addition to  th ese, and maybe JasSasS* « »  
^■1 nTir must eesure free  h is  Job a feelin g  o f aeooapiidnm tt, 
,  f t f in it  o f aeaimtlng to  aomathing aa an individual, a sa t­
isfaction in  the eaik  o f today*
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g ives tb* a^ leye*  pertinent ftwt< which fan oan uw la  sew* 
partne W» rowerd (fo r  b is  work) with that o f others* aw 
i s  lik e ly  to  b elieve that he i«  underpaid, With two pres^- 
suss o f aw tesMWaftat wriaw level*  unien-leader enoeurag*- 
• “t ,  an* laosapleK* fin an cia l foots* the onpleyoo is  sure 
to  roash tWo eeasluslen  c a t  too is  twine. underpaid.
th a t am  tb s fae ts  o f prinary aigBlftoanao to  an 
swplsgreo too  tr ie s  to  appraise eb^eetively the wages pate
la^wstto YWe 4 as **»«<wat*■ *a feWei'fe now si m rrJMfww<wtr o to f tu t A A«»iMWaaoa *ltw tI W i * »  *X *m^piSw*tw wlwaif illmlQmpnBIEli nlliiwQlr 1mm
fttifclSltiflj ^IISSidUNMi# AS ft wi<«fftwirtiwl
mb  dfclftfeJIA .f^P^U ^ttkA A bBtffeB  .SblMMijklMbyB 'MhAbiMA AKiMlttA.^1 AWMtitAbAfc; "ftibJijMWbAA^AflAAbi
Atoi ssa fS ssb  ahp&asnmi to to w » to i f'ftsS  t o t t i irtfffl»  s y** 
oeutiveaT*
I mp scS i sui ttas iwor sslssy1 t o
SBftftwssSiî Pss'S 
PPPPlSP P̂fcft(S P̂PftWIMElMftJftjSf̂ PJSBWftPftwi® PP̂P ftS
- w t l i n w i t  b e n e f i t s *  a te * ?
S M s S t iv s i11
 . Adw 4to t̂e~ .̂ -̂^b ^  gajfedfc ■*<§ iMlIk •AtAto'ttbMMfeAhBMb-tilkiMfc' Ak*MMA_JuBSV W  M A M  tow*®*®"* SSipSaPS WMm P^B B K Iw  *11 pJPW*1
y t o s  m u ?
M m O AAA SftkA AkftMABStttiilAil a#  AAA fttwlyftll jlliftttjî ftVih *****&
SSJŜ HNMI pŝ HMHSto SO
Vtoatlsth*  ra ti*  o f oapioyoo payoant s to  pceinotiea 
la  n a ita  ftor a pawtoi o f years* 
phat is  tb s ra tio  o f oa^toyoo paynwata to  O oiiar sa les 
fo r e pwrtoto of years*
Bow toaoo averse* tngao novod in  re la tio n  to  too oost 
o f u e iae*
Ben toavo eeployse me** w evod i n  r e l a t i o n  to oxoeutlv* 
saW ies*
u  Per s  nova eo ta ilo e  tweakdom* so* Otonptor 7* p, 239..
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How imah l a thg net Incase fo r  year? This rep- 
r m m  < n t pw ntatcm  ©y the eaoll 
f y  t t t.B w fm r pay to m m h i
w m i n A t  (sash m u* stock}? whal __
_  8*BHp> <tf d liU M t to  eapitaX im t M f  
P**«sHSsgoo e f  earnings 
pom s t t t  prior years?
to e  s ix  ropcrts contain but few o f tbs answers ana
PW M » U nited  Information wblsh era l>e used to  een-
to tin g  tto  n w m . Pirn a t  too  s ix  reports giwo toe d l»-
W b r tls i a t  too sale s  d o llar which p a rtia lly  answer* too
to a st si gn if ican t question to  too H o t. Two a t  too s ix  eon*
ta to  data which would enable cm  to  compute too p sT ssofjas
a t dlwldsnds and warnings to  eap lta l i nves te d. K m  o f toe
sis rsporta stow an sw w t paid to wages and too saount oan
bo is g n M  tram too data to  too six th  report. (There i s
osoo doubt about too toelualvaasss o f bees o f "■
item s) So Inform  t l  on on too rownlnlng questions i s
are only too d istinguish ing features batmen
reports and the stockholder reports:
1 . too —ill i ijino reports am  more sltaply w ritten .
2 . toe m jil nyno reports contain lo ss  o f the information 
wfcish i s  nssdod by eap leyses.
i s  Sharing" U ttlo  information with e»> 
ptopsm to  esjil Qjss reports, too pertinent fo o ts am  not 
ywd sid e  by sid e  to  understandable language. Instead, too 
gletrlbutlso o f toe aaloa d ollar i s  given greater play than 
to  reports to etoohfcoldeeo. toe employee i s  shown th a t he
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got most o f tho sa le s  d o lla r  and consequently received  
p referen tia l treatment in  comparison w ith execu tives and 
stockholders. Mow itm d l U n til management oerreetly
and con sisten tly  in terp rets wages and p r o fits  to  em ployees, 
i t  ia  eertaln  that employees' aatlnataa o f tha s iz e  and 
reasonableness o f aarparata p roflta  eaxmet be sa tis fa c to ry .
a M Plft1 1 &&3&  m - s m  s s e s e *
fa r  A ll Brauns
In  tha modem large oorporatlon management la  In a 
tru stee relation sh ip  to  steek h eld ers, employees, consumers, 
and athar groups, aa v a il  an tha general p uh lla . Ona o f 
thaaa economic groups saaaet adequately appraise i t a  p o sitio n  
without knowledge o f tha ra la tlv a  sta tu s and p o sitio n  o f  
attar oen tr lbuting fa e to ra . tha quastlona lls ta d  above as 
anas Vfeieh should too answered fo r  employees a lso  need to  be 
answered fa r  stoekheldars and other groups i f  they are to  
in terp ret tha report s a t is fa c to r ily .
An exten sion  o f th is  reasoning In some reports 
i t  te  tha o ffse t th a t I f  management worked fo r  nothing,
OMfe employee eeuld  ha paid only a few cents a day morel 
A y  su ggest u n rea lity  In preference to  rea lity ?  Such eom- 
only suggest to  tha employee that executive s a l e -  
are to e  n igh , or s p e c if ic  amounts would be given . See 
10t6 Employee Report o f Fruehauf T railer Company; Marvin F. 
Barloon, "Financial Reports to  E m ployees,"Harvard Business
V ol. 2 0 , Ha. 1 , Autumn 19*1, p . 1S8.
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the contention that separate reports should b* pre­
pared « ttb  tha M addioU n w port senteSuing detailed  fin&n- 
e ia l l i t*  and tha report consisting largely  o f a
p ltto r ia i jftr a ita U m  la  untenable. Jtelther can tha view 
* • substantiated th a t f i nan cia l statwasmta bmA not ha in ­
cluded "1# a wishes to  issu e an annual m iw  o f I ts
•e tiv ltla e  and aohleram nts far t ta  ln fo n a tio n  o f ethers 
H an r tfliilw H iw  and prospective stockholders. " Finan­
c ia l a ta tsweats are an w an M al part o f any aattsfM toiy
AMfeltbdMafcWmgnPFwrn
report a d f. i f  ita  content la  lneouplete, in u a m to i or 
aTM Blnn, atoekbolder raporta m y bo objectionable an
H attb u lim a , eaployaea, and the general public, aa th la  
w rite r balloaaa they m et do In the general w elfare and la
o f tba several groups.
13 w rf. fa lla  to  take Into account the change la
la  a beale objection to  a separate eaplcyee
baala. I f  corporations m bs annual reports to
th at* own a e lf-in te r e s t, one report can beat serve the needs
the s ta tu s  o f lu g e  corporations d<
See i .  Lagrill NeLaren(I KS
M ass Cn U ,  * »  Tort , P. 3M.
the la s t half-century
ss2sass® as® ** «®«»m
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"Annual g ep o rt toJK H plojreoa," P eU ey te ltia ra  S erv ian  B ureau,
In®ura<w® OtNvuqr* New t o k .  bo
B arloea, f c n la  I . ,  "H anw ii l  Reports to  Beployeea," Bar- 
 —   mrimim VK»1. 20, No. 1, Autuan lffE ,
i
B risk , V ictor 2 ., "Aseountlag and industrial Pease.” Jsun-
Aoooantaney. V ol. 83, Ho. 5 , Nay 19*7, pp.
k la ,  b iM t i "Preparation o f Coapany Annual Reports,” Be- 
M m h  Report No. 10, Aasrlean Mamtgeaent Associa­
tio n , Non Totk, 1948, pp. 9-13*
IH gllo, M m B.* "Reports to  S le tllM U m ,. S ^ orta 8tg*U UHv« ttenageaant m 
Journal of Aosountanar. V ol. S3* Bo. 1* 
1947* » .  Im-81.
B n h , H llU aa Barton, "Annual Reporting ~  AStudy in
k ia d n t,' Financial World, V ol. 88, Bo. 15* October 
8 , 19*7. pp7T*-lj>.
fe e lla o ii. K eith, "Explaining tha Pasts to  tap leyees,”
~ B asies. V ol. 95, Bo. 2* V inter 19*7*
.  "sow Can Vs Help Barters draap tha Truth About 
—   rrrflta t"  a le s  Maaagsnant, August 15, 19*7,  pp. 37-*0.
B taas. Usuries H.* "am Accountant Shows the Road to Industrial 
Pease,” Journal fi£ Aosowntanoy. v o l. 8*, No. 1 , July
19*7, PP*
CHAPTBR 11
O M f lL  CONCLUSIONS
The a c t i v i t i e s  o f  la rg e  c o rp o ra tio n s  to u c h  d i r e c t l y  
t h e  l i v e s  o f  every  in d iv id u a l .  S to c k h o ld e rs , em ployees, 
consum ers, c r e d i t o r s ,  raw m a te r ia l  s u p p l ie r s ,  f in a n c ia l  
i n s t i t u t i o n s ,  and th e  g e n e ra l p u b lic  a r e  d i r e c t l y  concerned 
w ith  th e  ways in  w hich a l l  c o r p o r a t io n s ,  p a r t i c u l a r ly  la rg e  
c o r p o r a t io n s ,  f u n c t io n .  I f  th e  c o rp o ra tio n  i s  to  fu n c tio n  
t o  th e  g r e a t e s t  m utual b e n e f i t  o f  th e  v a r io u s  in te r e s te d  
g ro u p s , th e  s e v e ra l  g roups must c o l la b o r a te  e f f e c t iv e ly .  
Saoh o f  th e  in t e r e s t e d  g roups ex p ec ts  to  re c e iv e  from  th a t  
p ro d u c t o r  s e r v ic e  produced a r e tu r n  equal to  i t s  c o n t r i ­
b u t io n . U n fo r tu n a te ly  th e r e  i s  no form ula whereby a d e t e r ­
m in a tio n  can b e  made a s  to  th e  ex ac t payment to  a g iven  
i n t e r e s t  which i s  e q u i ta b le  a t  a g iv en  tim e . Many s o c ia l ,  
econom ic, p o l i t i c a l ,  and m oral q u e s tio n s  a r e  in v o lv e d . The 
f u tu r e  o f  ou r economic system  and our n a tio n  depends, in  
p a r t ,  on th e  way in  which th e  c o n f l ic t in g  I n t e r e s t s  o f th e  
s e v e r a l  g r o u p s  a re  re so lv e d  and th e  u n d ers tan d in g  and 
a p p r e c ia t io n  which each  group has o f th e s e  complex r e l a t i o n ­
s h ip s .  The an n u a l r e p o r t ,  b e in g  th© prim ary f in a n c ia l  
com m unications l in k  between th e  c o rp o ra tio n  and a l l  o f th o se
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in d iv id u a l*  and groups la v in g  an i n t e r e s t  In  th a  c o rp o ra t io n  
and I t s  a c t i v i t i e s ,  must p ro v id e  a sound b a s i s  f o r  under­
stand in g  and a p p r e c ia t io n .
A ll who a r e  p a r t i c i p a t i n g  in  th e  p re p a ra t io n  of 
currant annual r e p o r t s  reco g n ise  t h a t  th e  annual r e p o r t  I s  
n ot now serv in g  a s a  p e r i 'a c t  communications stadium4 Ba- 
p o rtin g  p rogress has not hap t pace or alw ays in  ©tap w ith  
th e  changing s t a t u s  o f  the c o r p o ra t io n  in  th a  s o c ie ty .
Though th ere  has been n o ta b le  Improvement in  annual report®  
w ith in  th e  l e s t  decade, th e r e  a rc  m ajor shortcom ings in  
most o f th e  r e p o r ts . Among th e  more Im portan t o f  th e se  a re :  
o m issio n s o f  p er tin en t d a ta , an ex cess  o f  p i c t o r i a l  m a te r i a l ,  
a sh ortage of in te r p r e t iv e  m a ter ia l, co n fu sin g  and mls i  sav­
in g  term in ology , end m isplaced Cephases*
Though th e  annual r e p o r t  d e a ls  w i th  what a p p e a rs  
on th e  su r fa c e  to  be o b j e c t i v e ly  de term ined  num erica l d a ta ,  
t h i s  i s  tru e  only in  p a r t .  The In h e re n t  com plexity  o f  th e  
nature o f  man and of our economic system males t h e  p re p a ra ­
t io n  o f  com pletely o b je c t iv e  annual r e p o r t s  im possible* I t  
fo llo w s  th a t even th e  most en l ig h te n e d  management he® a 
d i f f i c u l t  t a s k  in  p ro p e r ly  d i s c lo s in g  th e  r e s u l t s  o f  i t s  
operations to  s to c k h o ld e r s ,  employees, and o t h e r s .  In  th e  
preparation o f  t h e  r e p o r t  management should be guided by a 
s e t  o f  c r i t e r i a ,  though s u b je c t iv e  th e y  must be, in  d e t e r ­
m ining th e  d ata  to  be in c lu d e d  in  th e  r e p o r t ,  th e  way in
3*4
w h ich  t h t  d a ta  i s  to  be d is p la y e d , and  th a  way In  which 
oar t a in  p a r t s  o f  th a  d a ta  a r c  to  ba empha&I&M* Tha f o l ­
lo w in g  e r i t s r i a  s a t  f o r t h  th a  minimum e s se n tia l®  o f any 
good an n u a l r e p o r t :
1* M o  u r a te :  th e  c o n te n t sh ou ld  be f r e e
from  e r r o r ;  t h e  r e p o r t  should  t e l l  th e  t r u th  w ith o u t 
any a v o id a b le  m is le a d in g  in fe re n c e s*
2* (tem p la te : th e  r e p o r t  s to u ld  in c lu d e  a l l
In fo rm a tio n  w hich  t h e  r e p o r t  r e c ip ie n t  has a l e g i ­
t im a te  I n t e r e s t  in  o r r i g h t  to  expect*
3 .  C la a r: th e  p r e s e n ta t io n  o f  th e  d a ta  should
be su ch  t h a t  m ost o f  th e  r e c ip i e n t s  can g e t  th e  
e o r r e e t  m eaning w ith o u t  d i f f i c u l t y ,
4* I n t e r e s t i n g : th e  r e p o r t  should  have s u f ­
f i c i e n t  r e a d e r  a p p ea l t o  encourage i t s  being  read*
$• B a la n c ed : p ro p er em phasis i s  e s s e n t i a l ;
t o e  p r e s e n ta t io n  sh o u ld  be such th a t  th e  p e r t in e n t  
f a c t s  and r e la t io n s h ip s  a r e  em phasised and c o lo r ,  
p i c t u r e s ,  g ra p h ic s , and s im ila r  d e v ic e s  a r e  used 
o n ly  i n c i d e n t a l l y  in  th e  t e l l i n g  o f th e  sto ry*
In  p r e p a r in g  a r e p o r t  which m eets th e s e  c r i t e r i a  i t  
l a  e s s e n t i a l  f o r  management to  approach th e  p re p a ra t io n  o f 
t h e  r e p o r t  w ith  th e  id e a  o f  r e p o r t in g  a l l  s ig n i f ic a n t  f in a n ­
c i a l  f a c t s  r a th e r  th a n  w ith  th e  id e a  o f p re se n tin g  a© 
simplified a r e p o r t  a s  p o ss ib le *  In view o f th e  many
m
om ission s o f  p e r t in e n t  f a c t s  ia  c u r re n t  report®  th e  problem  
i® ao t m erely on® o f  s im p lify in g  th e  f a c t u a l  d a ta  now found 
in  most r e p o r ts *  a f a i l u r e  in  th e  f u tu r e  to  supp ly  more 
com plete and s i g n i f i c a n t  f a c tu a l  d a ta  i s  s u r e  to  le a d  in  
tim e to  government r e g u la t io n  o f annual report®  because f u l l  
l i g h t  o f  p u b lic ity  i s  e s s e n t i a l  to  th e  i n t e r e s t s  o f  s to c k ­
h o ld e r s , em ployees, management, and th e  g en e ra l pub lic*
The f in a n c ia l  s ta te m e n ts ’ s e c t io n  o f  th e  annual 
rep o rt i s  th e  most important p a r t  o f  t h e  re p o r t*  Incom plete  
or  in a o eu re te  b a la n c e -s h e e t  p re se n ta tio n ®  make th e  whole 
rep ort u n sa tis fa c to ry *  Many o f  th e  b a la n c e -s h e e t p re s e n ta ­
t io n s  in  current rep o r ts  can be m easurab ly  improved th rough  
b e t te r  c l a s s i f i c a t io n  o f  acco u n ts , b e t t e r  tre a tm e n t of 
"reserves"  and other e a s i ly  m isunderstood  ite m s , b e t t e r  
ex p la n a tio n s o f v a lu a tio n  b a s e s , an d  g r e a t e r  use o f exp lana­
to r y  schedules* Though the form  o f th e  b a lan ce  sh e e t can 
add to  th e  r e a d a b il i ty  o f  th e  r e p o r t  th e  co n ten t o f th e  
be la n ce  sh eet i s  r e la t iv e ly  more im portant*
The income s ta te m e n ts  in  c u r re n t r e p o r ts  a rc  more 
u n sa t is fa c to r y  th a n  th e  b a la n c e  sheet®* The d e t a i l  in  most 
Incam* sta tem en ts I s  In co m p le te , th e  em phasis on p a r t i c u la r  
item s i s  o ft*n  m isp laced , some o f the te rm in o lo g y  I s  ln e o r -  
r o o t  o r co n fu sin g , and th e  b ases on which some expenses 
(such a* d e p r e c ia tio n , bad d e b ts ,  and m aintenance and r e p a i r s )
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are determined a r e  not g iv e n . P a r t i c u l a r ly ,  iBcomplet© 
information i s  o f te n  given on s a le s ,  w ages, and e x e cu tiv e  
compensation. I f  the d e t a i l  of the income s ta tem en t i s  
complete the form of p re s e n ta t io n  i s  r e l a t i v e l y  un im portan t. 
S it  her the multi pi e -step  form  o r  th e  s in g le - s te p  form ©an 
be used advantageously a s  th e  prim ary  income s ta te m e n t.
As a more readable statement f o r  the group o f  reader®  who 
have had l i t t l e  f in a n c ia l t r a in i n g  o r  e x p e r ie n c e , th e  
fu n ctio n a l- or explanatory-type of income statement may be 
included a lso .
Management i s  not ex p ec ted  to  p r e d ic t  f u tu re  event®. 
However, th e  report should be o f a s  much v a lu e  a® i s  pos­
s ib le  to  i t s  readers in  h e lp in g  them to  ma&e independen t 
estim ates o f probable future developm ents so f a r  a® th e s e  
oan be predicated on a record o f th e  p a s t ,  The b a lan ee  
sheet i s  intended to show th e  f in a n c ia l  p o s i t io n  o f th e  
corporation on the balance sheet d a te  and th e  income s t a t e ­
ment i s  intended to  show th e  re su lt©  o f operation®  f o r  th e  
year ended. Consequently, s in g le -y e a r  statem ent©  re p re s e n t 
only m small part of the p a s t  re c o rd . By th e  very  n a tu re  
of fin an c ia l statements n o t much dependence ©an be p laced  
on th e  showing of s in g le  s ta te m e n ts .  Svery annual re p o r t  
should therefore c o n ta in  com parative  f in a n c ia l- s ta te m e n t 
d a te  covering a p e rio d  o f  s e v e ra l  y e a rs , As a minimum, th e
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p e r io d  covered  should  in c lu d e  a t  l e a s t  a te n -y e a r  p e r io d ,  
a p e r io d  o f  a com plete  b u s in e ss  c y c le , or tb e  l i f e  o f th e  
c o rp o ra tio n *
The r e p o r t  should  re c o g n iz e  t h a t  th e  w e l f a r e  o f  
em ployees i s  so t i e d  up w ith  th e  c o r p o r a t io n 's  suedes* o r 
f a i l u r e  t h a t  each  employee has a l e g i t im a te  and v i t a l  
i n t e r e s t  in  a n n u a l- re p o r t  to p ic s*  The employee i s  e n t i t l e d  
t o  know what h i s  wage* a re  in  r e l a t i o n  to  th e  wages o f  
o th e r s ,  and w hat t o t a l  wages a r e  in  r e l a t i o n  to  ex e cu tiv e  
co m p en sa tio n , r e tu r n  on s to c k h o ld e r*s in v e s tm e n t,  u n i t  p ro ­
d u c t io n ,  and o th e r  c o a ts .  S in ce  good I n d u s t r i a l  r e la t io n *  
a r e  a  re q u ire m e n t f o r  optimum b u s in e s s  su c c e s s , th e re  i s  
no sound fo u n d a tio n  f o r  i n d u s t r i a l  peace  o th e r  than  p e r t i ­
n e n t  f a c t s  c o r r e c t ly  in t e r p r e t e d ,  tt&ny o f th e  p e r t i n e n t  f a c t*  
a r e  n o t now a v a i la b le  in  c o rp o ra tio n  annual re p o r ts*
The r e p o r t  must be p r im a r ily  a p r e s e n ta t io n  o f 
f a c t u a l  d a ta  in  u n d e rs ta n d a b le  language; p a r t i a l  tru th®
Jazzed  up th ro u g h  th e  uae o f c o lo r ,  p i c tu r e s ,  chart® , and 
c le v e r  p h raseo lo g y  w i l l  n o t su rv iv e  th e  t e s t  o f  time*
Though th e  r e p o r t  i s  an im p o rta n t p u b lic  r e la t io n ®  medium 
th e  tendency f o r  i t  to  become a t y p i c a l  a d v e r t i s in g  brochure 
o r  p u t l i o  r e l a t i o n s  document i s  r e g r e t t a b le .  The r e p o r t  
s h o u l d  n o t be used a s  a means of proving c e r t a in  p o in ts ;  
em otional r e p o r t in g  i s  u n s a t i s f a c t o r y .  C o lor, p i c tu r e s ,
i m
and c h a r t s  can c o n t r ib u t e  to  b e t t a r  r e p o r t in g  b u t  th e  
r e l a t i v e  w o rth  of  t h e  r e p o r t s  depends on th e  pertlneno®  
and volume o f  f a c t u a l  d a t a  co n ta in ed  and th e  d eg ree  to  
w hich th e s e  f a c t s  a r e  a d e q u a te ly  d is p la y e d  and emphasised*
Ifce r e p o r t  o f  th e  f u t u r e  must go f u r t h e r  in  d e t a i l ­
in g  t h e  f a v o ra b le  and u n fa v o rab le  f a c t o r s  a f f e c t i n g  th e  
company* Ho doubt com prehensive d a ta  i s  now o m itted  from 
some r e p o r t s  because  o f  t h e  f e a r  t h a t  t h e  d a ta  in  c e r t a i n  
y e a rs  com pares u n fa v o ra b ly  w ith  t h a t  o f  p re v io u s  years*  
In s te a d  o f a t te m p t in g  to  av o id  m ention  o r  p r e s e n ta t io n  o f  
u n fa v o ra b le  d a ta  management shou ld  ed u c a te  r e p o r t  r e a d e r s  
t o  th e  in e v i ta b le n e s s  o f  ups and downs which r e s u l t  in  a 
p r o f i t  f o r  one y e a r  whioh does n o t  compare fa v o ra b ly  w ith  
th e  p r o f i t  f ig u r e  f o r  one o r  more p re v io u s  years*  As a 
sa fe g u a rd  to  th e  i n t e r e s t  o f  t h e  s to c k h o ld e r s ,  t h e  em ployees, 
and th e  g e n e ra l  p u b l ic  management has  th e  r e s p o n s i b i l i t y  
to  p r e s e n t  and i n t e r p r e t  th e  pei’t i n e n t  f a c t s - - f a v o r a b l e
or. u n fa v o ra b le ; In co m p le te  in fo rm a tio n  and good im a g in a tio n s
( ;
conn ive to  th e  good o f  nobody*
P e r f e c t  r e p o r t in g  i s  an un ach iev ab le  g o a l ;  n e v e r th e ­
l e s s ,  i t  i s  a g o a l which sh o u ld  be held  by th e  management o f  
ev e ry  l a r g e  c o rp o ra tio n *  B e t te r  r e p o r t in g  r e p re s e n ts  a g r e a t  
c h a lle n g e  to  th e  b e s t  i n  b u s in e s s  le a d e rsh ip *  Some manage­
ment© have oeen s t r i v i n g  to  make t h e i r  r e p o r t s  more in form a­
t i v e  and in . l i n e  w ith  th e  needs o f  v a r io u s  r e a d e r  g ro u p s .
But a© t h i s  s tu d y  has r e v e a le d ,  much i s  y@t to  be done.
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122, -Qaaoaales Whose E xports  Are In c lu d ed  
l a  Jfea s tu d y
M am H at S to r e s ,  In c o rp o ra te d
A l l ie d  S to re s  C o rp o ra tio n
Aluminum Company o f  America
A m erican Can Company
A m erican C h ic le  Company
A m erican Home P ro d u c ts  C o rp o ra tio n
A m erican R o l l in g  M ill Company* The
A m erican Sugar R e f in in g  Company* The
ATP In c o rp o ra te d
B alden M an u fac tu rin g  Company
B ige low -S anfo ra  C arpe t Company* In c o rp o ra te d
Black* S iv a l l s  & Bryson* In c o rp o ra te d
B lue B e ll*  In c o rp o ra te d
Borden, Company* The
B rid g e p o rt B rass  Company
B rig g s M an u fac tu rin g  Company
B ris to l-M y e rs  Company
Brown & Bigelow
B urroughs Adding M achine Company 
B u t le r  B ro th e rs




C a r r ie r  C o rp o ra tio n
C a t e r p i l l a r  T ra c to r  Company
G elan ese  C o rp o ra tio n  o f  America
Coleman Company, In c o rp o ra te d , The
Cudahy P ack ing  Company, The
D ayton Bubber M an u fac tu rin g  Company, The
D isney P ro d u c tio n s , Walt
D ouglas Shoe Company, W, I*.
D r. P epper Company 
B ra c k e t t  Company, The 
D re s se r  I n d u s t r i e s ,  In c o rp o ra te d  
D uplan C o rp o ra tio n , The 
Sastxnan kodak Company, The 
R le e tr i©  Boat Company 
F e rro  knamel C o rp o ra tio n  
P l in tk o t e  Company, The 
Food M achinery C o rp o ra tio n  
F o s te r  and K le is e r  Company 
F ru eh au f T r a i l e r  Company 
G a lr  Company, R o b e rt , In c o rp o ra te d  
G en era l e l e c t r i c  Company 
G en era l Foods C o rp o ra tio n  
G en era l M otors C o rp o ra tio n  
G en era l Shoe C o rp o ra tio n
m
G en era l Time In s tru m e n ts  C o rp o ra tio n
Godohaux S u g a rs ,  In c o rp o ra te d
G o ld b la t t  B ro th e rs , In c o rp o ra te d
Goodyear T ir e  & Rubber Company, The
H am ilton  Watch Company
H arris -B e y b o ld  Company
Haywood-W akefield Company
Hoover Company, The
I n t e r n a t i o n a l  H a rv e s te r  Company
I n te r n a t i o n a l  M in e ra ls  & Chemical C orp o ra tio n
£ e n n e e o tt  Copper C o rp o ra tio n
L aP lan t~ C hoate  M anufac tu ring  Company, In c o rp o ra te d  
L e rn e r  S to re s  C o rp o ra tio n  
L o r i l l a r d  Company, P .
M acfadden P u b l ic a t io n s ,  In c o rp o ra te d  
M allo ry  & Company, P . E*, In c o rp o ra te d  
M arq u e tte  Cement M anufactu ring  Company 
M a rtin  Company, G lenn L*, The 
M aryland Drydook Company, The 
Mead C o rp o ra tio n , The
M inneso ta  M ining & M anufactu ring  Company 
M o rris  & Company, P h i l i p ,  L im ited , In c o rp o ra te d  
M atio n a l B rew e rie s , L im ited , The 
n a t io n a l  D airy  P ro d u c ts  C o rp o ra tio n  
R a t io n a l  Lead Company
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P a c i f ic  M ills
P e t t ib o n e  M ull lie an C o rp o ra tio n  
P i l l s  bury M il ls  , In c o rp o ra te d  
Plomb f o o l  Company 
R e lia n c e  M anufactu ring  Company 
R ockw all M anufactu ring  Company 
Safeway S to r e s , In c o rp o ra te d  
S ch en ley  D i s t i l l e r s  C o rp o ra tio n  
S h a ttu c k  Company, F rank G*
Simmons Company
S im p lic i ty  P a t t e r n  Company, In c o rp o ra te d  
S ta le y  M an u fac tu rin g  Company, A. E. 
S tan d a rd  O il Company (In d ia n a )
S tan d a rd  O il Company (New Je rs e y )
S te ts o n  Company, John B.
S tu d eb ak er C o rp o ra tio n , The
S u n sh in e  B i s c u i t s ,  In c o rp o ra te d
S w if t  & Company
U nion Bag & P ap er C o rp o ra tio n
Union C arb ide and Carbon C o rp o ra tio n
U nited  A i r c r a f t  C o rp o ra tio n
U n ited  B l e e t r i o a l  Coal Companies, T h e
U n ite d -R e x a ll  D rug, In c o rp o ra te d
U n ited  S p e c i a l t i e s  Company
U n ite d  s t a t e s  S te e l  C o rp o ra tio n
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U n iv e rsa l P ie tu r a s  Company, In c o rp o ra te d  
ViG& Chemical Company 
W algreen Company
l a s t  V irg in ia  P a lp  and P aper damp any
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